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DISPOSAL OF RUBBER PLANTS 


WEDNESDAY, JUNE 24, 1953 


Unrrep STares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. €. 

Phe committee met pursuant to notice at 10:05 a. m. in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bush, Payne, Douglas, and 
Lehman. 

The Cuatrman. The committee will come to order. 

The committee will begin hearings this morning on S. 2047, a bill 
to amend the Rubber Act of 1948, as amended, to provide for the sale 
of Government-owned rubber-producing facilities, to repeal and mod- 
ify certain of its provisions affected thereby, and for other purposes. 

Without objection, the bill, S. 2047, will appear in the record at 
this point. 

(S. 2047 follows:) 


[S. 2047, 88d Cong., 1st sess 


A BILL To amend the Rubber Act of 1948, as amended, to provide for the sale of Govern 
ment-owned rubber-producing facilities, to repeal and modify certain of its provisions 


affected thereby, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Rubber 
Plant Disposal Act of 1953.” 

Sec. 2. Section 9 of the Rubber Act of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), 
as amended, is further amended to read as follows: 

“Sec. 9. (a) It is hereby declared that the sale of the Government-owned rub- 
ber-producing facilities to private enterprise pursuant to the provisions of this 
section will best promote the national security and the public welfare, and will 
further effeetuate the policy set forth in section 2 of this Act with respect to 
the development within the United States of a free, competitive synthetic rubber 
industry 
* “(b) (1) There is hereby established in the Executive Office of the President 

a Rubber Plant Disposal Board consisting of the Secretary of the Treasury, who 
shall be Chairman, the Attorney General, and the Administrator of General 
Services. The Board shall appoint a disposal agent who shall, subject to the 
general supervision and control of the Board and in accordance with rules and 
regulations prescribed by it, negotiate promptly for the sale of the Government- 
owned rubber-producing facilities as specified hereinafter. The disposal agent 
shall receive compensation at the rate of $17,500 per annum and shall devote 
his full time to his duties as such agent. 
2) The Board shall be furnished upon its request all available information 
concerning the Government-owned rubber-producing facilities in the possession 
of the department, agency, officer, Government corporation, or instrumentality 
of the United States designated from time to time by the President pursuant to 
subsection (a) of section 7 of this Act. 

“(3) The disposal agent, subject to the approval of the Board, is authorized 
to employ technical, professional, clerical, and stenographic assistance, and 
is further authorized to request and receive the assistance of any employee of 
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ney, officer, Government corporation, or instrumentality 











n dep ent 
if the United States concerned with the operation of the Government-owned 
bbher f ties, and may ut e such voluntary and uncompensated services 
to time be needed, being authorized to provide by regulation 
oes : persons whose services are so utilized from the operation of 
‘ ns YS1. 283. 284. 434, and 1914 of title 18 of the United States Code and 
ection 190 of the Revised Statutes (5 U. 8. C.99). 
All dispositions s be by sale except as provided in subsection (n) 
6 dis oO" SO as practicable after appointment shall invite, 
mm ent one ivs’ 1 e al idlve sel lit, proposais Lo th purchase of 
fiir f he pe for th eceipt of proposals shall be 
‘ ! ( t aispos agel and in no event shall 
: han sixtv d r more than ninety ‘vs \ll data concerning such 
ch he judg fthed osal agent n be reasonably required 
Ston1s 0 of a bona hae prope l hal iy l nished by the disposal 
pon lt by anv prospective bidder unless the disposal agent has 
elieve that hy spective bidder has not identified his principal, 
I ( respol ble L Poo! ITIty Tish 
Prope | ( Vin 
\ l f ( ! ! bye iif eb sub tted 
, ’ } 
B f‘ ( proposed to be purchased, and 
erence if n han o1 acilit Ss pro] ed to be purchased: 
( the rranvemel r plat forma I formal, for the supply of 
| } dis m of tl end products of, tl respecti 
‘ proposed ep ‘ 
D he 1 Nropos t e paid for ea of the facilities, and 
h amour s not be paid cus hen the principal terms of the 
irral elie 
I e genel t ( the prospective purchaser 
I i \ 1 | gy | ( ll ley Oo make the end nroduet 
ilal f e t a yusiness enterprises and users 
, ‘ 11" ‘ nd 
! he disposal agent may reasonably require 
} Che disposal agent 1 \ itel e termination f the period for the 
: SSik of proposa I vidid for in paragraph (2) of subsection (c) of this 
sect l ose the ¢ f . f tl proposals to such extent as he deems 
pDyproni ( 
I re nor zg ip persons subn ng a proposal or proposals 
depos é SNOS agent « h or United States Government bonds 
qu »1Ip entum of t geregate amount proposed to be paid but not more 
than $100,000, 1 ept in the ease of successful bidders, deposits made here- 
ler sh: ve refunded without terest and pot later than the time when all 
( of sale be ‘ully effective as provided in paragraph (2) 
of si n (1) of this se I In the case of successful bidders, deposits 
‘ I shi ( ’] ] interest, to the purchase price. 


d) Payment of the purchase price may be made in part by a first lien 

















pt ; n ortgage, in an amount not to exceed 80 per centum of the pur- 
chase pric Che terms of any such mortgage obligation shall be determined by 
negotiation ds 1 provide amor a maturity of not more 
than ten ye periodic amort t rate consistent with in- 
terest ‘ ( comparable ] private lenders. Such 
} j m inticipat ( payments by the mort- 
gagor without pe! ; 

e) Promptly after the termination of the period for the receipt of proposals, 
pursuant to paragraph (2) of subsection (c) of this section, and for such period 
thereafter not to exceed one hundred and eighty days as may be determined and 

blie l inced b he disp nt, negotiations shall be conducted with 
thos bmitting propos for the purpose of enterin nto definitive contracts 
f sale whi sh ] hia yr and eflective as to the disposal agent and the 
bidder, subject only to the further procedures specified in subsection (1) of this 
sectiol Pre led, That the Board may, upon a finding that further time foi 
egotiation is desirable, extend such period for an additional period not to 
exceed nety days. In disposing of rubber-producing facility, the disposal 
igent ll negotiate only with those who have submitted proposals for that 
particular facility unless, in the judgment of the disposal agent, such limited 
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negotiation would defeat the purposes of this Act. In such event, the disposal 


agent may negotiate with those who have submitted bids for any of the facilities 
“(f) (1) The disposal 


agent shall develop a disposal plan that will realize for 
the Government the fair value of each Government-owned rubber-producing 
cility and that will not, in the opinion of the Attorney General, tend to creat 
maintain a situation inconsistent with the antitrust laws 
to such plan shall be deemed not to violate the antitrust laws 
“(2) The disposal plan for the Government-owned rubber-producing facilities 
shall insure that small business enterprises and 
of the facility involved receive a fair share 
sold. 
“(3) The disposal plan shall insure the potential manufacture of not 
than four hundred thousand tons of general-purpose rubber annually and not 
less than forty-five thousand tons of butyl rubber annually during the useful li 


uch facilities to private ownership 


a 
e or 


Any disposal pursuant 


users other than the purchaser 
of the end products of the facilities 


less 





fe 
of the facilities sold ; otherwise no disposal of 
shall be effected under this section 


‘(4) Each purchaser of a Government-owned rubber-producing facility must 
present evidence satisfactory to the disposal agent 


isk and that the proposed mi: 


consistent With the national-secur 


that he is a good security 





gement and operations of the facility will be 
ty interests of the United States, 

‘(g) All contracts of sale and instruments in execution thereof shall contain 
an appropriate national-security clause designed to assure the prompt availability 
of the rubber-producing facilities for the production of synthetic rubber and the 
component materials thereof for the purposes of national defense when 
therefor is declared by the President 

‘(h) All contracts of sale 


need 


shall become fully effective upon the expiration of 
thirty days after submission to the Board by the disposal agent of the disposal 
plan as provided in paragraph (2) of subsection (1) of this section, unless such 
disposal plan is disapproved by the Board within such period, and the transfer 
of possession of all of the rubber-producing facilities included in the disposal plan 
shail be made as promptly as practicable after the effective date, in accordance 
with the terms of the contracts, but in any event within a uniform 


reasonable 
transfer period. 


‘(i) Upon termination of the transfer period, as provided in subsection (h) of 


this section, neither the disposal | 


‘nt nor the ageney designated by the Presi- 


dent under section 7 of this Act shall make any further sales of synthetie rubber 





or its component materials except as provided in subsection (j) of this etion. 
(j) During the period of one year following the termination of the transfer 
period, the disposal agent shall offer for sale at a price determined 


hn accordance 
with the Government pricing policy 


prevailing at the close of the transfer period, 
all finished stocks of synthetic rubber and its Component materials held by the 
Government at the close of the transfer period in such a manner as to make 
availabie to nonpurchasers of facilities and small-business enterprises a fair 
share of such finished stocks of synthetic rubber. For the purposes of this 
section a small-business enterprise shall be deemed to consist of an enterprise 
independently owned and operated which is not dominant in its field of operation, 
due regard being given to the number of its employees and dollar volume of 
business. Any synthetic rubber or component materials not sold during such 
one-year period shall thereafter be transferred to the General Services Adminis- 
tration for disposal as surplus property. 

“(k) Upon the termination of the transfer period the rubber-producing facili- 
ties not sold shall be taken out of production and placed in adequate standby 
condition as promptly as practicable consistent with sound operating procedures. 
After the termination of production, such facilities shall be transferred without 
reimbursement or transfer of funds to the General Services Administration and 
administered in accordance with the provisions of sections 6, 7, and 8 of the 
National Industrial Reserve Act of 1948 (62 Stat. 1227, 50 U. S. C. 456-458), 
amended, except that (1) no such facility shall thereafter be operated as a 
rubber-producing facility for the account of the Government except pursuant to 
further Act of the Congress; (2) no such facility, other than aleohol butadiene 
facilities, shall be leased for operation as a rubber-producing facility at any 
time; and (38) no such facility shall be disposed of by sale within a period of 
one year from the termination of the transfer period. In any subsequent sale, 
the General Services Administration shall secure the advice of the Attorney 
General as to whether the proposed sale would tend to create or maintain a 
situation inconsistent with the antitrust laws. 
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“(1) (1) Not later than thirty days after the termination of the negotiating 
period provided in subsection (e) of this section, the disposal agent shall prepare 
and submit to the Board a report setting forth 

‘(A ) the steps taken to elicit bids and the bids which have been received ; 
‘(B) the pi inc ipal terms of all contracts of sales approved by the disposal 
agent, 
() in the event that there may have been a financially more advan- 
tageous bid for any rubber-producing facility than the contract of sale 
approved, a statement of the reasons why such contract was approved ; 

“(D) the program to be followed to place in standby condition the rubber- 
producing facilities not sold ; 

“(E) an inventory report stating the Government’s current stocks of 
synthetic rubber and its component materials; 

‘(F) a program for the continuance, to the extent he deems necessary. 
during the fiscal year following the fiscal year in which the transfer period 
terminates, of the basic research program on synthetic rubber and its coin- 








ponent materials then being carried on by the Government ; 

“(G) the names of persons who have represented the Government or the 
purchasers in conducting negotiations or in making contracts for disposal 
if the rubber-producing facilities; and 

‘(—H) the circumstances under which the disposal agent negotiated for 
the sale of any rubber-producing facility with bidders who did not submit 
any proposal for the particular facility. 

“(2) Unless the Board disapproves the disposal plan within thirty days after 
its submission, the disposal agent shall proceed forthwith to carry out the con- 
tracts and programs outlined in his report. The Board shall disapprove the dis 
posal plan if it finds that such plan will not realize for the Government the fair 
value of each rubber-producing facility proposed to be sold, will tend to create 
or maintain a situation inconsistent with the antitrust laws in the production 
and marketing of synthetic rubber and its component materials, will not protect 
the national security and public welfare, or is otherwise not in conformity with 
the provisions of this section If the Board disapproves the disposal plan within 
such thirty-day period, it shall submit promptly a report to the Congress setting 
forth its reasons for such disapproval. ‘hereafter, no further negotiations 
shall be held looking toward disposal of the Government-owned rubber-producing 
facilities unless and until the Congress shall so provide by law. 

‘(m) No rubber-producing facility shall be sold except in accordance with 
this section or, so long as it shall remain operative, paragraph (4) of subsection 
(d) of section 7 of this Act 
Notwithstanding any other provision of this Act, the department, agency, 
officer, Government corporation, or instrumentality of the United States desig- 
nated by the President under section 7 of this Act may, subject to subsections 
(k), (m), and (q) of this section, at any time before unsold Government-owned 
rubber-producing facilities are placed in standby condition as permitted by sub- 
section (1) of this section, and after securing the advice of the Attorney General 
as to whether the proposed lease would tend to create or maintain a situation in- 
consistent with the antitrust laws, enter into a contract of lease for any alcohol 
butadiene facility for a period of not more than three years: Provided, That any 
| contain (1) a national security clause, and (2) provisions for 
recapture of each leased facility by the Government and termination of the lease, 
if the President declares that the national interest so requires. When the unsold 
rubber-producing facilities are placed in standby under subsection (1) of this 
section, the Administrator of General Services shall succeed to all rights, powers 
and duties of the lessor in leases of alcohol butadiene facilities entered into 
prior thereto, and shall succeed to the power to make such leases subject to the 
conditions prescribed in this subsection 

“(o) At the expiration of one year after the transfer period or as soon there- 
after as the Congress is in session, the President shall report to the Congress 
concerning the Nation’s rubber requirements and resources and the need, if any, 
for further basic research by the Government relative to the production or use of 
synthetie rubber. 

“(p) Notwithstanding the provisions of section 18 of this Act, the term ‘rubber- 
producing facilities’ as used in this section shall not include the Government- 
owned evaluation laboratory at Akron, Ohio. 

“(q) All net proceeds from disposal of the rubber-producing facilities shall be 


‘(] 


suc h lease sha 


covered into the Tre asury as miscellaneous receipts.” 
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Sec. 3. The sales, leases, or other dispositions made prior to the enactment of 
this Act, pursuant to subsection (b) of section 9 of the Rubber Act of 1948 (62 Stat. 
101), as amended, shall not be affected by this Act. 

Seo. 4. The Rubber Act of 1948 (62 Stat. 101), as amended, is further amended 
as follows: 

(a) In subsection (e) of section 10, strike “(a)”. 

(b) Section 20 is amended to read as follows: 

“Sec. 20. (a) This Act shall remain in effect through March 31, 1956. 

“(b) If the disposal plan submitted by the disposal agent pursuant to para- 
graph (1) of subsection (1) of section 9 is not disapproved by the Board within 
the period provided in paragraph (2) of subsection (1) of section 9, then, at the 
expiration of thirty days after termination of the transfer period, the following 
sections and subsections hereof shall be renealed: Sections 3, 4, 5, 6, 7, 8, and 
subsections (c), (d), and (e) of section 10.” 

Sec. 5. No contract for the sale of any Government-owned rubber-producing 
facility shall be entered into unless the purchaser (1) certifies to the disposal 
agent the names of all attorneys, agents, or other persons engaged by or on behalf 
of the purchaser for the purpose of obtaining such contract of sale, and the fees 
paid or to be paid to such persons; and (2) executes an agreement binding the 
purchaser for a period of two years after transfer of any such facility from the 
disposal agent to it, to refrain from employing, tendering any office or employ 
ment to, or retaining for professional services, any person who on the date of such 
transfer or within a year prior thereto shall have served as a member of the 
Board or as an attorney, agent, or employee of the Board or the disposal agent 
in activities involving discretion with respect to negotiations or contracts of sale 
under this Act. 

Sec. 6. The Board and the disposal agent, subject to the Government Corpora- 
tion Control Act of 1945 (59 Stat. 597, 31 U. S. C. 841), as amended, are each 
authorized to acquire, hold, and dispose of property, determine the character of 
and necessity for their obligations and expenditures and the manner in which 
they shall be incurred, allowed and paid, and exercise such other powers as may 
be necessary or appropriate to carry out the provisions of this Act. All costs 
incurred by the Board and the disposal agent pursuant to the provisions of this 
Act shall be charged against the operating costs of the Government-owned syn- 
thetic rubber program, administered by the department, agency, officer, Govern- 
ment corporation, or instrumentality of the United States designated from time 
to time by the President pursuant to subsection (a) of section 7 of the Rubber Act 
of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), as amended. 


The CHarrman. I would like to make a short statement. 

Mr. Bricker and I introduced jointly S. 2047, a bill to provide for 
the sale of Government-owned synthetic-rubber-producing facilities. 
These hearings will be conducted on this bill and in the event the 
House takes action on their bill, H. R. 5728, and that bill reaches this 
committee during the hearings, consideration likewise will be given 
to it. . 

I would like to place into the record a statement that I made, for 
myself and Mr. Bricker, at the time we introduced the bill. Also a sec- 
tional analysis of the bill, so anyone starting out to read this record 
will have a summary of it. 

(The documents referred to follow :) 

STATEMENT OF SENATOR CAPEHART To ACCOMPANY INTRODUCTION OF THE CAPE 


HART-BRICKER Britt To DISPOSE OF GOVERNMENT-OWNED RURBBER-PRODUCING 


FACILITIES 


It is the strong conviction of the junior Senator from Ohio and myself that the 
sale of the Government-owned rubber-producing facilities to private enterprise as 
provided in this bill will best promote the national security and the public wel- 
fare and will foster a free and competitive synthetic-rubber industry, which in 
turn will provide full and fair competition for the producers of natural rubber. 
At the same time the bill requires that the Government obtain the full fair value 
of each facility sold. 

This bill amends section 9 of the Rubber Act of 1948, and modifies and repeals 
certain other provisions of that act. It follows closely in many respects the orig- 
inal recommendation of the Reconstruction Finance Corporation disposal report 





ne ns of Pre iit . three-member Rubber Plant Dis 











nosal B ‘ ' ited by the nsis of the Secretary of the Treasury, who 
is desig ( nin ( ore General, and the Administrator of 
General S ( Phis Board uy f d control the activities of the dis 
ns aia = e or disapprove of the disposal plan sub 
\fter t ! reasonable notice, the disposal agent invites pro 
he , ‘ ‘ lant An idequate neriod of from 60 to 
Oo) davs. to be p elv ann ed, is established for the submission of proposals 
Following that. the disposal agent viven 1S0 days to negotiate contracts of sale, 
with provision being made for : lditional period of 90 days, if the Board deems 
it nece r\ 
mn of the negotiation period, the disposal agent is required 
to submit a fu and com] { eport to the Board, setting forth his recom- 
mendations with respect to disposal of the ints and placing in standby those 
ot eole if the Board does not disapprove the disposal plan, it becomes ef- 
¢ , O davs afte submission In the event the Board disapproves the dis 
| ! within 30 days er submission, it must submit promptly a report to 
the Congress setting forth its ? ns for disapprova Unless and until further 
i I provided by the Congress, no further negoti itions may then 
be iu | 
( ria are estab hed by the bill to zg e the Board in determining whether 
or net the disposal plan should be approved. The Board must disapprove, if it 
finds the plan will not realize the full fair value of each bber-producing fa 
ty nr ed to be sold. or will 1 te the antitrust laws, or will not protect 
f ) | security and pub eirare 
Any plants not sold must be placed in stan by with the General Services Ad 
tratio Such plants may not be sold for 1 year and may not be operated 
bv the Gove ment except under further act ¢ the Congress Authority is pro 
vided for leasing the Government-owned alcohol butadiene plants for 3 years 
lf ey en l 
I person or group submitting a proposal must furnish the disposal agent 
with certain basic informatio The principal must be identified: the facility 
or fac ies proposed to be purchased must be designated in order of preference ; 
ngements, formal or informal, for the supply of feed stocks and the 
spositio f the end products must be indicated; and the general terms and 
conditions which the prospective purchaser would be willing to accept in order 
e the end product of the fac ty available for sale to small-business enter- 
prises a sers other than the purchaser of the facility must be set forth. 
\ good-faith deposit il sh or United States Government bonds equal to 1 
rm ent of the aggregate amount proposed to be paid but not exceeding $100,000 
any proposals sul tted by 1 person or group. If a bidder is un 
SLICCESS his deposits are refunded without interest ; otherwise they are applied, 
W oO st e purchase pric 
\t t 20 percent of the purchase price must be paid in cash. A purchase- 
money mortgage for the balance maturing not later than 10 years, carrying the 
rate of est on ] be taken by the Government. The 
sale l V ide Tf cele without penalty 
I to « ) ge tl if proposals, provision is made to limit 
‘ to those sub proposals 
Se) | l are enumerated to guide both the Board and the 
pos ge n the ation of a disposal plan. IT irst, the plan must insure 
hat s business ¢ ses and users other than the purchaser of the facility 
volved ceive a f e of the end products produeed by the facilities that 
i (d Second the facilities are sold, the plan must insure a po 
tential inutacture of at least 400,000 tons of general-purpose rubber and at 
least 45,000 tons of butyl rubber annual! Third, satisfactory evidence must 
be presented that the purchas Ss a good security risk and that the operations 
of the facility will be consistent with our national security Fourth, an appro- 
priate national security clause designed to assure prompt availability for national 
defense must be included in each contract of sale. 





Within 30 days after termination of the negotiating period, the disposal agent 
must submit to the Board a written report covering the steps taken to obain 
proposals; the proposals received ; his recommendations as to sale and the main 
terms of the contracts of sale; an explanation why the high bid was not taken, 
if such was the case; his program for placing in standby the facilities not sold; 
an inventory of current synthetic rubber stocks and component materials held 
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by the Government; his recommendation with respect to the need for further 
basic research by the Government; the names of persons representing the Gov 
ernment and the purchasers during th 
under which negotiation was had with a bidder who did not submit a proposal 





e negotiations: and the circumstances 





for the particular facility involved 

Kor a period of 1 year after the transfer of the facilities, the disposal agent 
is authorized to sell in accordance with Government pricing policies prevailin 
at the close of the transfer period, all finished stocks and component materials 
! lby the Government. Such sales must be made in a manner to make available 


to small-business enterprises and nonpurchasers of facilities a fair share of the 


svithetie rubber 


S ( ol 

fhe bill prohibits any contracts of sale unless the purchaser (1) certifies the 
haines of agents engaged for the purpose of obtainin such contract and the 
fees paid or to be paid for those services: and (2) agrees not to hire for 2 years 
a member of the Board, the disposal agent, or any person employed by the Board 

dis} il agent in activities involvi discretion during the negotiations 

\ costs incurred by the Board and disposal agent are subject to the pro- 

f the Government Corporation Control Act 

All f ties that ean be disposed of are to be disposed of under this bill 
except the Government laboratory at Akron, Ohio. This facility is to engage in 
I e Government research only for a period of 1 year, at which time the Presi 
dent is to make recommendations to the Congress with respect to the need for 


further research of this type. 


SECTIONAL ANALYSIS OF S. 2047 


Short title fhe Rubber Plant Disposal Act of 1953 


Amends section 9 of the Rubber Act of 1948, as amended, to read as follows: 
Sec. 9. (: DECLARATION OF PoLicy.—Sale of these synthetic-rubber plants 
to priva ownership will promote national security and public welfare 








Sec. 9. (b) ¢ ATES RUBBER PLANT Disposar Boarp.—Chairman, Secretary 
of Treasury Other members Attorney General end Administrator of General 
Services Board to appoint full-time disposal agent to negotiate sale of plants, 
His s ! 17,900 per year 

Src, $ b) (2) On request, Board can get all available information on plants 
from REC, which supervises plant operations 

Sec. 9. (b) (3) Disposal agent may hire employee and use voluntary services 
exempt from conflict-of-interest statutes. 

“Sec. 9. (c¢) (1) All disposals to be by sale except for possible lease of alcohol 
butadiene plant 

Sec, 9. (a) (2) Disposal agent to invite purchase proposals as soon as pra 
ticable, giving 21 days’ advertisement. Proposals to be received during 6O- to 
90-day period set by disposal agent Data needed by prospective bidders to be 


furnished by disposal agent, but not to those with undisclosed principal, finan 
cially irresponsible, or poor security risks. 
“Sr ¢) (3) Written proposals required. Include 
\) naming principal and its business affiliations ; 
(1) plants to be negotiated for and priority of preference; 
‘(C) arrangements for feedstocks and use of end products of plants; 
(10) amount to be paid for plants and main financing te’ ms; 
(hh) arrangements to make end products available to small business and 
those who don’t purchase a plant; 
KF) other information disposal agent requires. 
“Sic. 9. (¢) (4) Disposal agent may disclose contents of proposals. 





“Src. 9 (ce) (5) Good faith deposit in cash or United States bonds required, 
One percent of total amount offered in proposals by one person or group. Maxi- 
num of $100,000. Deposits refunded without interest to nonpurchasers. De- 
posits applied without interest toward purchase price for purchasers. 

“Sec, 9. (d) May use purchase money mortgage up to SO percent of price 
Terms set by negotiation Maturity not over 10 years. Periodic amortization 
required Interest rate consistent with private loans. May allow anticipated 
payments without penalty. 

“Src. 9. (e) After close of time to make proposals, negotiations for sale of 
plants to be conducted for not over 180 days, with 90-day extension allowed if 
Board thinks advisable. Negotiations on each plant held only with those who 
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submit proposals on such plant, unless disposal agent thinks it advisable to 
extend negotiations to those who submit proposal for any of the plants. 

“Sec, 9. (f) (1) Disposal plan to get fair value of plants for Government, 
and not be inconsistent with antitrust laws in Attorney General’s opinion. 

“Spo. 9. (f) (2) Disposal plant to insure fair share of end products of each 
plant for small business and those who do not buy such plant. 
~ “Sec, 9. (f) (3) Disposal plan to insure potential manufacture of at least 
400,000 tons of general-purpose rubber and 45,000 tons of butyl rubber annually 
during life of plants; else no disposal 

“Ss 9 f) (4) Purchaser must show disposal agent it is a good security 
and management and operations will be in national interest. 

tional-security clause to assure plant 

availability for producing rubber and feedstocks whenever need declared by 








“Sec. 9. (g) Sale instruments to have na 


President. 

“Sro. 9. (h) Sale contracts effective 30 days after disposal plan submitted to 
Board, unless it disapproves disposal plan in that period. Possession of plants to 
be transferred promptly after effective date under contract terms and within 
uniform reasonable transfer period. 
close of transfer period, disposal agent and RFC n’t sell 
component materials except as set out in next paragraph 





9 (j 

“Sy 9. (j) During 1 year after close of transfer period, disposal agent shall 
offer for sale under Government pricing policy at close of transfer period all 
finished stocks as synthetic rubber and component materials held by Government. 
Offer of sale to make fair share of rubber available to small business and those 
who buy no plant Small business detined: Independently owned and operated, 


in field ve due regard to number of emplovees and dollar volume 
of business. Rubber or component materials unsold during that yearly period 





vo to Gener S vices Administration for disposal as surplus. 
“Sec. 9. (k) At close of transfer period, unsold plants placed in standby with 


ated for oGvernment except uw! der later act of Congress: (2) to be leased for 

rubber production, except alcohol butadiene plants; and (3) to be sold for 1 vear 

after close of transfer period. Later sale made only on Attorney General’s advice 

whether it would be inconsistent with antitrust laws 
Si 9. (1) (1) Within 380 days aft 

agent to report to Boarda- 


‘(A) steps to get bids and bids received: 


GSA under National Industrial Reserve Act. But no such plant (1) to be oper- 


er end of negotiating period, disposal 


“(B) main terms of contracts of sale proposed ; 
(C) why less than highest bid was accepted, if pertinent ; 
“(D) program to put unsold plants in standby ; 
“(E) inventory report of Government stocks of synthetic rubber and com- 


ponent materials; 





‘(F) program to continue basic research on synthetic rubber and com- 
ponent materials for 1 year; 
“(G) persons who represented Government or purchasers in negotiations 
and contract making for plants: and 
(H) why negotiations were held with those who didn’t submit proposal 
for a particular plant, if pertinent. 
“Sec. 9. (1) (2). Unless Board disapproves disposal plan in 30 days after 





submission, disposal agent proceeds forthwith with sales and programs set out 
in his report to Board. Board to disapprove plan if fair value not received for 
each plant, or antitrust laws tend to be violated, or national security or public 
welfare not protected, or plan not in accord with other statutory disposal re- 
quirements. On disapproval of disposal plan, Board to report its reasons 
promptly to Congress. Thereafter, disposal negotiations end unless Congress 
enacts new law 

“Sec. 9. (m) No plant to be sold except under this section 9, or unless it becomes 
obsolete while section 7 of the Rubber Act remains in effect 

“SI 9. (n) RFC may lease out alcohol butadiene plants for not over 3 years 
ifte getting Attorney General's advice whether lease would be inconsistent 
‘ust laws. Each le: 

After unsold pl: 
e made and gets power to make leases on same conditions. 


ise to contain national-security clause and recap- 





ts go into standby, GSA succeeds RFC as lessor 


(0) One year after transfer period or as soon as Congress convenes 
President to report to Congress on Nation’s rubber needs and re- 
nd need, if any, of further Government basic research on synthetic 











z 
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“Sec. 9. (p) Amends definition of “rubber-producing facilities” in Rubber 
Act of 1948 to exclude Government laboratory at Akron, Ohio, from disposal 
plan. 

“Sec. 9. (q) Net proceeds from plant disposal to go into United States 
Treasury as miscellaneous receipts.” 

Section 3 


Sales or leases made in past under section 9 (b) of Rubber Act of 10945 not 
affected by this act. 
Section 4 

Rubber Act of 1948 amended further (a) To delete “(a)” from section 10 (e), 
so it will refer to reports required under section 9 as revised by this act, and 
delete reference to reports already made by RFC and President to Congress. 

(0) Amends section 20 to read: 

“20 (a) Rubber Act remains effective through March 31, 1956. 

“20 (b) If disposal plan takes effect, Rubber Act is amended by repealing 
sections 3 (mandatory use quotas), 4 (import and export controls), 5 (production 
quotas), 6 (general Government research), 7 (Government operation of rubber 
plants), 8 (standby facilities), 10 (c) (creation of Government operating corpo 
ration, 10 (d) (President's power to transfer facilities, personnel, and funds 
to other Government agency), and 10 (e) (President’s annual report t 
gress).” 


» Con- 


Section 5 


No contract for sale of plant to be made unless (1) purchaser certifi 





fles to dis 
posal agent names of purchaser's representatives in negotiations and fees paid 
or to be paid them, and (2) purchaser makes agreement not to hire for 2 years 
after transfer of plant any Board member, the disposal agent, or any employee 
of either having discretionary authority in negotiating sale of plant, who has 


been such within 1 year prior to transfer of the plant, 
Section 6 

Disposal agent and Board to comply with Government Corporation Contro 
Act on expenditures and audits thereof. Expenses of program uw this dis- 
posal act are charged against Rubber Act appropriations for operating plant 


tal Ls. 

The CHatrrmMan. Our first witness will be Mr. Cravens of the Re- 
construction Finance Corporation. 

Will you come up, Mr. Cravens. 

You may proceed in your own way. If there are any questions 
when you finish, they will be asked. 

Mr. Cravens. I will proceed with this brief statement, Mr. Chair- 
man, and then we will take up the questioning afterward, 
STATEMENT OF KENTON R. CRAVENS, ADMINISTRATOR, ACCOM- 

PANIED BY MORTON E. YOHALEM, SPECIAL DEPUTY, RUBBER 

FACILITIES DISPOSAL, RECONSTRUCTION FINANCE CORPORA- 

TION 


Mr. Cravens. As I stated to the Armed Services Committee of the 
House, when on June 3 I testified on H. R. 5425—which is now, I 
believe, H. R. 5'28—I am in favor of the disposal at this time of the 
syntheti rubber producing facilities owned by the Government. 
Thus, I approve the purpose of 8. 2047. 

In disposing of the rubber facilities, satisfa tion of the publie l 
terest involved requires achievement of the three objectives mentioned 
by the President in his message of April 14, 1953. Such objectives 
were: 

(a) That disposal obtain for the American taxpayer the greatest 
number of dollars attainable in the light of all the circumstances 
prevailing; 
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(b) That disposal provide all of the peoples of the free world with 


the protection and benefits which will result from a privately owned, 
free and competitive synthetic-rubber industry; and 
(c) That disposal be in a manner which will guarantee the plants 


ready availability in time of emergency. 

To achieve these objectives, the definitive legislation will have to 
include not only adequate national secur ity safeguards, but also must 
contain pro visions designed to protect the ti xp ayer in the matter of 
price, and others designed to create a competitive synthetic industry. 
And certainly it must be workable both for the seller and the buyer. 

When I testified before the House committee on June 3, I stated 
that I thought there would be relatively few bidders unless the legisla- 
tion provided adequate protection for bidders against the possibility 
of antitrust violations in connection with the acquisition of facili- 
ties. The record of the House hearing indicates industry's satisfac- 
tion with the provisions of the House bill in this regard. I would 
assume, therefore, that industry will approve of the manner in which 
this point has been handled in S. 2047. I refer to subsection (f) (1) 
on pages 6 and 7 

This provision goes to the heart of the entire situation and while 
I admire its brevity, I am afraid that as a practical matter its language 
would prevent cea 

The Cramman. Will you yie ‘Id a moment ? 

It is not quite clear what you mean by that paragraph. Are you 
talking about S. 2047, the language of that bill, or the House bill, 
or both? 

Mr. Cravens. S. 2047, and not the House bill. 

Phe plan of disposal that should be developed should be one which 
will best effectuate the triple objectives stated by the President. Only 
one can be 100 percent achieved; that is, the third—the ready avail- 
ibility of the facilities in times of emergency. 

This is done |} DY section (g@) on page 7. If either of the other two 
are 100 percent achieved, it would appear that the remaining one 
would not be. If the highest price obtainable is given preference, 
then the probabilities are that a free competitive industry will not be 
created, 

Likewise, the converse appears probable. Thus, the legislation 
should require that the disposal plan achieve each of these two objec- 
tives to the greatest extent possible, taking into consideration the fact 
that comparable achievement must be had of the other objective. 

[ am fearful that no disposal plan can produce the sales prices con- 
templated by section (f) (1) and also receive the favorable opinion 
of the Attorne *y General on the standard there provided. Thus, the 
Attorney General has a veto power over disposal on a straight legal- 
istic concept of the antitrust laws. For without the Attorney Gen- 
eral’s approval, the Board has no power to approve the plan. 

[ am referring, Mr. Chairman, to section (1) (2) on page 11, which 
[ understand to mean that the Board must disapprove the plan if 
any one of these objectives are not achieved. 

lor example, if the Attorney General thinks that one plan does 
achieve the competitive goal does not tend to violate these antitrust 
laws, but still is not the highest price—then the Board would auto- 

iatically have to disapprove it. 
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That is at least my understanding of the language of that particular 
sePCTION. 

While I personally like the directness of the last sentence of section 
(f) (1), Lam constrained to think it might well be misunderstood by 
the American public, and therefore doubt its advisability. 

The same practical effect can be achieved by placing the veto power 
over the disposal plan in the hands of the Congress, the elected repre- 
sentatives of the people, rather than in appointed representatives as 


is done by S. 2047. ‘Therefore, in this regard I strongly urge that the 
legislation provide that the report on the or al plan be placed 
before the Congress in the manner provided in sections 9 (a) and 


9 (b) of H. R. 5728 

I would like to aia on that a bit. It seems to me that the Con- 
gress should provide the administration with the greatest possible 
safeguards, particularly with respect to the public reception of this 
disposal plan, and I think it would generate a lot of confidence on 
the part of the public if the Congress, at the last minute, had the last 
look-see at this disposal plan. 

There is one other point in regard to that before I return to my 
prepared statement : 

From the standpoint of national security, too, it seems to me, that if 
the Congress has the last look at it, they have at the very last minute, 
a chance to determine the national security problem. 

Returning to my statement—— 

he two points which I have so far discussed are the most important 
points to be resolved. 

Should there be a board or a commission to handle disposal? If so, 
by whom should it be appointed, and who should be e Kgible appobsitecs| 
The House bill provides for a Commission of three persons appointed 
_ m civilian hfe by the President. ‘These three men then handle 

lisposal. 

The Senate bill establishes a Board composed of the Secretary of the 
Treasury, the Attorney General, and the Administrator of GSA, with 
an individual civilian agent acting for the Board. 

In my testimony before the House committee, I suggested that there 
be a Disposal Board composed of the Secretary of the Treasury, Secre- 
tary of Commerce, and Director of Office of Defense Mobilization ; that 
that Board should have the duty and responsibility of conducting the 
disposal, but that it should be directed to appoint as its agent, the 
agency of the Government which the President has design: ited to oper- 
ate the facilities pursuant to section 7 (a) of the Rubber Act of 1948. 

Thus, we have at least three possibilities. On further consideration, 
I now suggest that the legislation provide for a Board or Commission 
of three members, to be appointed by the President from civilian life. 

in any event, it appears to me that the Attorney General should 
not be a member of the Board. In lay language, he is in the position 
of being both attorney and client. 

[ have purposely made this statement brief, assuming that the com- 
mittee would accord me the opportunity of testifying further after 
other witnesses have appeared. 

At that time, I will be prepared to discuss detailed aspects of this 
legislation with supporting language for any amendments recom- 
mended. 
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In other words, I have tried to keep this on just the 2 or 3 main 
points that I think most important in the legislation. 

The Cuamrman. First, you are in favor of disposing of the synthetic 
rubber plants ¢ 

Mr. Craven. That is correct. 

Phe Cuamman. No. 2, you want a civilian board appointed by the 
President / 

Mr. Cravens. I do not feel strongly about that, but I finally came 
to the conclusion that that might, again, give a little more public 
acceptance to the disposal plan. 

The Cuarrman. No. 3, you want to see the plants disposed of in 
line with paragraphs (a), (b), and (c¢), objectives stated by the 
President on April 14, but you feel that that isa little hard to do? 

Mr. Cravens. I do not think it is hard to do. 

We must give a little in each direction. We might not get the very 
muximum price for one facility, but 1 think we must achieve a really 
competitive industry, 

The CuarrMan. (¢c) ought to be very simple, that the disposal be 
in a manner which would guarantee the plants’ “ready availability in 
time o1 emergency.” That 1: very simple. 

(a) That disposal obtain for the American taxpayer the greatest 
number of dollars attainable in the light of all the circumstances pre- 
Valiing: 

(6) That disposal provide all of the peoples of the free world with 
the protection and benefits which will result from a privately owned, 
free, and competitive synthetic-rubber industry. 

Mr. Cravens. Those two have to be together. 

The Cuairman. (6) is not quite clear to me. 

Mr. Cravens. (2) simply means that we do not get into any monop- 
olistic situation, that we keep it well distributed so that the fabricators 
of rubber. those that are not large enough to have an integrated unit. 
will always have a free and competitive market to which they can 
vo to get their rubber. ‘ 

In a more concrete example, we cannot take the 4 or 5 big tire 
companies and give them all of the rubber facilities. 

The Cuairman. Is General Services Administration going to place 
into this record the number of plants involved, the cost of these plants; 
any statistics or figures? 

Mr. Cravens. If they do not, we can. We can place them in the 
record, if you like. 

] 


The Cuarrmman. I think we ought to have some Government. wit 


hey are located, 


ness place in the record the number of plants, where t 
the cost of them, and their prod ition. There is no secret about this. 


Mr. Cravens. Not at all, and we will provide you with that. 
The CHAIRMAN. I think we ought to have that vO in. in the begin 
ing of this record. You ean supply that. can you net? 
Mr. Cravens. We can supply it for you. 

The CuHairman. We ought to have the number of plants. the cost. 
the location, the productive capacity, the kind and type of rubber 
] ] if tl] | ] : 


they proauce, 1T t ley produce ditt rent kinds of rubber. 


I 


nin 
n 


I presume there is nothing secret ab ui the process, either, is there ? 
Mr. Cravens. No. We can produce that immediately for vou. 


Che Cuamman. We would also like to have the ste ps necessary 1 
producing this rubber, and the amount of rubber that has been pro 
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duced by these plants up to the present time, I think, by individual 
plants. 

Mr. Cravens. Most of that data is in the report that came to you 
March 1, but we will bring it into this record. 

The CuHarrMan. You report twice a year, do you not ? 

I presume all of that is in these reports ? 

Most of it is in the special report, is it not? 

Mr. Cravens. I think you will find most all of it in the special 
report. 

The CuHatrman. I have in mind just summarizing it as briefly as 
possible so that a Senator reading this report can see there are X 
number of plants, that they are located here, that they produce this, 
and they cost originally this. 

We would like to have a brief summary so that one can under- 
stand it. 

It is recommended by the committee that anyone reading this, secure 
the booklet entitled “Program for Disposal to Private Industry of 
Government-Owned Rubber-Producing Facilities” by the Reconstruc- 
tion Finance Corporation, Harry A. McDonald, Administrator, 
March 1, 1953. 

This is a report, together with a letter from Harry A. McDonald, 
the Administrator, under date of March 1, 1953, making certain rec- 
ommendations as required by law to the President of the United States 


and to the Congress, which has become the basis for the legislation 


to dispo e of the facilities. 

I do not think it is necessary to put it in the record, do you, gentle- 
men ¢ 

Or perhaps this ought to go in the record. What are your thoughts 
on that? Is it your thought that this entire booklet ou 
the record, or do you think what I said is sufficient ? 

Senator Doueras. I have not seen the booklet, Mr. Chairman. 

The CyHamman. Under the law, the President was directed to make 
certain recommendations in respect to these synthetic rubber plants. 

Rather, the REC was directed to make certain recommendations 
which they did, to the President and to the Congress, under date of 
March 1, 1953. 


es 


rnt to go into 


L think perhaps that whole booklet ought to be made a part of the 


record. What is your pleasure é 
Senator Lenman. I think it should be made part of the record 
I doubt whether many other members have seen it. 
The Cuamman., I think it ought to be made a part of the record. 
Anvone rea ling this record ought to read this booklet. 
Without objection, then, this entire report will be made a part of 
(Ss 1) 


} ° ° ] i 
t e appendix of the record. ee p 


I would like to have everything 1n this record so we will not have 
to go all over Washington to find what 1s needed. 

Mr. Cravens. In any event, you still want the summary ? 

The CuarrMan. Yes; just a brief summary, and we will place it in 
the record as part of your remarks. 

mm . * ’ 7 . ' a 

(‘The summaries referred to follow :) 
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The Cirarmman. Are there any questions, gentlemen ! 

Senator Doveras. I have just received this report which the chair- 
man has held in his hand, and I have not had time to analyze it fully. 
I wondered if you could inform the committee, Mr. Cravens, what the 
finan ‘ial record of the ope ration of these p ylants by the Government 
has been. 

Has the Government lost money, m: ade money, and if So, how much ? 

Mr. Cravens. They had very substantial losses, natur ally, all during 
the origination of this program and the building up during the war 
vears. ‘Those losses exceeded S200 million, | believe. 

Senator Dovucras. Do you mean that was the cost of construction ? 
Mr. Cravens. No; it was the loss from operation. 

Senator Dovenas. Operating losses ? 

Mr. Cravens. They were really operating losses. Not the construc- 
tion cost, bs the open iting losses in the developing of a whole new 
industry, that woul d be very substantial. 

ofits last year and they will make a profit after all 
charges, of somewhere around $60 million, this year. 

Senator Dovcias. What was the original investment ? 

Mr. Cravens. From 500 to 550 million dollars; about 550 million 
dollars 

Senator Doueias. The Government was making about 12 percent 
last ys ae the original investment? Eleven or twelve percent ? 

Mr. RAVENS. It might be close to that. 

Senator Dougnias. What was the record for the previous year ? 

Mr. Cravens. It was about, as I remember it, about $16 million. 

Senator Doveras. That is only about 21% percent ? 

Mr. Cravens. Thatis right. 

Senator Doveias. How do you account for the larger profits this 
last year ¢ 

Mr. Cravens. Well, they had a very full production year on a con- 
tinuous operation that provided what we call the maximum operating 
efficien 5 of each of these plants. 

Senator Doveras. I do not want to ask any questions which will 
involve information that is classified and I assume that the size of 
the rul b ‘r stockpile isa classified hieure ? 

Mr. Cravens. That is. 

Senator Douauas. May I ask this: On page 7 of the bill, the state- 
ment is made: 





The disposal plan shall insure the potential manufacturer of not less than 
400,000 tons of general-purpose rubber annually; not less than 45,000 tons of 
DULL ru e nnually during the useful life of the facilities sold. 


Do you understand that carries with it the obligation to produce these 
445,000 tons, or simply that this is to be a potential manufacture, which 
the companies who purchase the plants may, or may not fulfill, as 
seems best to them ? 

In other words, is there a guaranty of a minimum production of 
445.000 tons / 

Mr. Cravens. I assume that that provision is placed there to insure 
the disposal of a sufficient number of the facilities to produce that 
ml nimu m amount, because you are pl acing in st: indby condition, not 
to be operated by Government, any that are not sold. 

Therefore, you would want enough of the facilities being operated 
in private hands to produce this minimum requirement. 
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I will subsequently put into the record some direct remarks on 
that, particularly with respect to the 45,000 tons of butyl. That 
would not be possible of achievement. 

Senator Doveuas. Is this the maximum capacity of the Govern- 
ment-owned plants / 

Mr. Cravens. Oh, no. 

Senator Doverias. What fraction would this form of the potential 
Government production, would you say—this minimum requirement 
for sale—what proportion ? 

Mr. Cravens. That would be roughly two-thirds, on GR-S. 

Senator Doueias. What would the butyl production be / 

Mr. Yonarem. The 400,000 tons is a little less than half. The 
total GR-S capacity is 860,000 long tons. 

Senator Doucias. I suppose the great fear is that something might 
happen in the fifties comparable to what happened in 1940-41 ¢ 

The Japanese took all the natural-rubber-producing areas in the 
world and shut off the export of natural rubber to the United States. 
We found ourselves with inadequate stockpiles of rubber and the war 
effort was greatly hampered. 

In the absence of the stockpile, we developed*the synthetic rubber 
as a partial substitute. 

Are you satisfied that we have an adequate stockpile of rubber, now ? 

Mr. Cravens. I do not think Iam competent to answer that question. 

Senator Dovcuas. Is the National Security Council satisfied that 
we have an adequate stockpile? 

Mr. Cravens. I would have to go to those charged with the responsi- 
bility of defending the Nation. I am not competent to answer that 
question. 

Senator Dovetas. The Congress of the United States has the re- 
sponsibility to defend the Nation, too, and we have to depend on such 
information as we have. 

I would like to ask, Has this policy of sale of the plants been ap- 
proved by the National Security Council ? 

Mr. Cravens. The whole disposal program has been approved by 
all concerned. 

Senator Doveias. What would that be? Is it approved by the 
National Security Council ? 

Mr. Youarem. The legislation of 1948 requires that the President’s 
recommendations, incorporated in his messave of April 15, be made 
upon consultation with the National Security Resources Board 

Senator Lenman. Would you mind talking a little louder, please ? 

Mr. Youatem. Yes. That date of April 15 happened to coincide 
more or less with the merger of the National Security Resources Board 
into ODM, but the message of the President as I understand it, was 
cleared with the vestigial remains of the National Security Resources 
soard at the time. 

Senator Dovenas. So that the administration is satisfied that this 
would not reduce the supply of rubber in the event of a national emer- 
gency ¢ 

Mr. Yonatem. That is right, Senator Douglas. It has been pub- 
licly testified that the stockpiling aims for natural rubber were ade- 
quate and that they have been substantially achieved. That stock 
pile is in existence. 
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Now this report which has been re ferred to treats at some length, 

from pages 6 to 19, with this problem of national security. 
Senator DouG.as. - _ report cl: assified 2 

Sr. YouaLem. No,s 

Senator DouGuas. T ‘hink that should be made part of the record, 
Mr. Chairman. 

Mr. 7 ‘LEM. That report has been made part of the record. (See 
p. 221.) I think that it demonstrates quite clearly that there has been 
a radic al change in the supply-demand situation with respect to all 
rubber, natural and synthetic, so that there is no longer any genuine 
basis for concern that national se urity would be in any sense im- 
paired 2 a transfer of these plants to private ownership. 


Senator Dovenas. Well, I am not a very suspicious character and 
dinmat pretend to knov all the insides of the rubber industry. I do 
not know whether there is a price : agreement betwee on the major rub- 


ber scoducina companies or not. I do not know whether there are 
output-restriction agreements between the rubber plants or not, but 
since the number of big rubber companies tends to be somewhat 

mited, I would think that it is at least conceivable that there might 


be such agreements. 


Suppose after thes » plants are disposed of to private ownership 
and the companies ioci ide to shut them down and henceforth merely 
produce or fabricate the natural rubber, and the stockpile is later im- 


paired io the volume of domestic consumption. The Government will 

ave parted title with these plants which produce artificial rubber. 
M. ay we not find a condition in which 2 years or 3 years from now the 
stockpile may not be adequate and we will have parted with the instru- 
mentality which we had and with which we could have replenished the 
stockp: le? 

Mr. Cravens. I will have Mr. Yohalem talk on that point, but keep 
in mind two things, that you have the tremendous demand for rubber 
that would keep the synthetic plants operating anyhow, and you also 
have th national-security clause. 

Senator Doueras. There is so mething of a divergent line here. I 
am not making any charges about price control or price agreements. 
A corollary of a — agreement is a restriction. I am not making 
any charges in that direction, but I say it is not inconceivable that 
there may be such gentleman’s understandings in Akron, and else- 
waere, ‘e they do exist it might very well involve limitation of output 
in order to maintain a price. This might | ww contrary to the interests 
of national security, in which we certainly want a la rge stockpile avail- 
able in ease the ¢ ea take Indonesi: aand Sa M. als ay Straits. 

Mr. Y oral em. I don’t know whether the Senators have before them 
the RFC report of March 1, but if you would turn to the chart facing 
page 15, I think that it reveals a number of extremely significant 
facts in very small space. 

The total world productive capacity of natural rubber ‘is something 
in the order of 1.9 million tons per annum. Last year’s consumption 
* all new rubber was in the neighborhood of 2.3 million tons of new 
ibber. It is therefore perfectly ap parent that there is a gap there 
iat has to be filled and it can only be filled by synthetic rubber. 

Now. apart from very minor produce tion of syntheti ic rubber outside 
of the United States, it is substantially all in these plants that are now 
proposed to be offe red for Sé ale. 
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Obviously, forecasting is subject to hazards, but the best forecasts 
indicate a fairly constant production of natural rubber over the years 
to come, with only a very gradual rise. And that has to be gradual. 
We are guaranteed of that because it takes 7 years for a rubber tree 
to come into production, and the rubber trees which might augment 
present production haven’t yet been planted. On the other hand, all 
the forecasts of rubber consumption, both industry forecasts and the 
forecasts of the Paley Commission, indicate a sharply accelerated 
world consumption of new rubber, and since that cannot be met out 
of natural rubber, obviously there will be a market for the product 
of the facilities which are the subject of this hearing. 

Indeed, so far as one can see, the problem will be a problem of 
expanding synthetic capacity. 

Senator Doveias. As I understand it before you started your pro- 
jections, as of 1952, the world production of synthetic rubber was 
approximately half the world’s production of natural rubber, being 
approximately, say, in the order of 800,000 tons to 1.8 million. 

Mr. Youarem. That is about right. 

Senator Doveias. Beyond that are the estimates. 

Mr. Younatem. That is perfectly 1 ight. The pattern in the United 
States, on the other hand, is just about the reverse of that. In other 
words, the United States consumption of synthetic rubber was almost 
twice its consumption of natural rubber. 

Now that leads me to the second point that you made, Senator 
Douglas. I, too, do not know what agreements, if any, there are, 
or may be in the future among private producers of this con nmodity. 

Senator Doveras. Not producers; fabricators. I am not speak- 
ing of the Malayan and Indonesian price combines, which I think 
have been scandalous. I am simply thinking of the fabrication of 
natural rubber in this country. 

Mr. Youatem. Well, I fell into that mode of speech because I think 
that the likelihood is that most of this synthetic-rubber-producing 
capacity will come into the hands of the rubber fabricators, so that I 
tend to speak of the 2 as 1. 

Now, from their point of view, and from the point of view of the 
American economy, it is difficult to see that there would be ane aoe 
there in closing off the supply of synthetic rubber because we know 
what occurs when that happens, and that is that the price of natural 
rubber then zooms, as you can see by reference to the preceding table 
inthisreport. Inasense there is an identity of interest. 

Senator Doveias. But there might be an interest in dampening 
down the total production of natural and synthetic, combined, in or- 
der to maintain the price, or raise the price ¢ 

Mr. Youarem. That, it seems to me, is out of line with the pattern 
of rubber fabrication in this country, as a mass industry. The indus- 
try has prospered on the basis of producing in quantity. It seems 
most unlikely to me. 

Mr. Cravens. Senator Doug: is, in that respect, the fabricator, the 
tire producer, for example, is anxious to get his raw material just 
as che: aply as he can get it, to make the most profit he ¢ - on the tire. 
He won’t hold up the price of his basic raw material, because they 
produce the largest amount of tires. 

Senator Dovceras. Can synthetic rubber now compete pricewise 
with natural ? 
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Mr. Cravens. Yes. 

Mr. Yonatem. I think the question is whether natural rubber can 
compete pricewise with synthetic. ‘| hey are really competitive. At 
least in our judgment at the RFC, it is the synthetic rubber which 
really establishes the price pattern and natural rubber will follow in 
ts wake. ‘The reason for that, among other things, is that synthetic 
capacity can be expanded so much more rapidly. 

Senator Dovenas. They are not completely interchangeable, are 
they / That is natural rubb. ris still superior to synthetic rubber 
for hy avy vehicles. 

Mr. Youarem. For airplane tires, for heavy vehicles, for some mili- 
tary applications, for sure al applications, natural rubber still ap- 
pears to be superior to synthetic. Those are very important uses, 
but they are not the great bulk uses. The great bulk use of rubber 

in the manufacture of tires for automobiles. While the natural 
rubber protagonists May we ll challenge t] is opin 1, | think it is the 
opinion of the American rubber industry, anyway, that in the manu- 


facture of passenger-vehicle-size tires, synthetic rubber has certain 
advantages over! atural rubber. 


Phat problem of quality, the ¢ ompetitive standing ol S\ nthetic ver- 


Is Thi tural rubber, Is also lis ussed at some leneth In this report. | 
could go on for more time than I am sure the committee wants to make 
ivailable to me. 

Senator Lenman. Mr. Cravens, I note that you recommend that 
this disposal plan be submitted to Congress for approval of action, 


1 


rather than toa Board 


I have not read this report, al iJ am quite ignorant of some of the 
bases of this whole issue, but could you explain brieflly just what 
ec in the dispos il pial ¢ 
Mr. CrRAvENS ihe ste Pp n the disposal plan are first to give notice 
all dustry and to 1lvite their L ds, r vine them all ot the technical 
lata Vith respect to the se fa il (1es, w] 


hat they will produce, and so 


mecon ly to request bid na certain period of time—that is provide 
wr the bids to be submitted. 
After that you start a negotiating period in which you will nego- 
tiate out the best price obtainable, in line with keeping the facilities is 
as many d verse hands as you can. 

When all of that is done, and you are able to negotiate the sate 
of these properties at prices that represent fair value and at the 
same time create a compet itive system, after advising’ t nd counseling 


} 


with the Attorney General with respect to the antitrust provisions, 


the p! in. my opinion, would come back to the Congress for a 30- 
day eriod Tor veto. In other words, to clive Congress A last look at 


| 
it. Under this bill it comes back to this Board for a last-minute look 
at it. 

Senator LeumMan. I want to ask you one more question about that: 
Will the disposal] plan cover the methods to be followed in the offer- 
ing for sale of the e plants ¢ 

Mr. Cravens. Yes. 

Senator Lenman. In other words, will it cover the question of 

hether these plants should be disposed of by public bidding or by ne- 
Fotiation ¢ 

1 


Mr. Cravens. It very clearly spells that out, sir. 
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Senator Lenman. May [ask one other question : 

L believe that it is proposed that a minimum of one-half of the 
p ylants having on 1e-half 0 if the ] productive e¢: apace ity ot synthetic rub ber 
he dispose rd of, and there after the Governme nt cannot dispose of the 
others by public bid ling or otherwise. 

What dispos ition will be made by the Government of those plants? 
How will they be handled ¢ 

Mr. Cravens. Do you mean those that are not sold ? 

Senator LeumMan. Those that are not sold at the time this bill 
becomes effective, or t his act becomes effective. 

fr. Cravens. It is our hope, of course, that the maximum number 
W ill be sold and a sufficient number to do the job. The remainder it 
depends on the legislation I beheve it is yd years in this bill could 
not be offered for sale for at least 
standby condition. 

Senator Lenwan. Could the Government operate those? Sup- 
posing out of the total plants with a productive capacity of 800,000 
tons, 500,000 are sold? That would leave 300,000. What would 
become of that 300,000 ¢ 

Mr. Cravens. That would be standby, unless there was a national 
emergency. 

Senator Lenman. Let me ask you one more question: Who would 
have the final Say with regard to whether they should be placed in 
operation again? Would that require a Presidential or congressional 
declaration of emergency £ 

Mr. Cravi NS. It would be up to ( ‘One re ss to do it. 

Senator Lenwan. Would the President have the right to do that? 

Mr. Youatem. Not under the legislation proposed, Senator. 

Senator Lenman. Under (j), on page 8: 


2 years. ‘They would remain in 


During the period of 1 year following the termination of the transfer period, 
the disposal agent shall offer for sale at a price determined in :.ccordance with 
the Government pricing policy prevailing at the close of the transfer period. 

Now, I am not pressing you at all to disclose any of the figures with 
regard to our stockpile, because I realize that that is and should be 
classified material, hi 





ut it seems to me that thi hsection makes it 
mandatory for the Government to dispose of all of the supplies that 
remain. 

Mr. Cravens. This has nothing to do with the stockpile that the 
Government owns for security reasons. That has in mind only the 
stocks that are there at the time of sale. That is the inventory they 
have while they are working. 

Senator Lenn. — supposing the stockpile—I do not know 
whether the stockpile is X, Y, or Z number of tons, but supposing 
it is short 200,000 ies <a h it co hail l take very well from the stocks 
that remain in the hands of the Government-operated plants, at the 


time of the sale of the plant. Phi s subsection would make it im pos- 
sible, it seems to me, to dispose of those stocks to the earn nt for 
Stor kp ih ing purpose eS becaus eC it would | ive to be sold : a prevail- 


ing price so as to make—in such manner as to make vada to non- 
purchasers of facilities and small-business enterprises a fair share of 
such finished stocks of synthetic rubber. 

The Cuarman. If the stockpile wants to buy it, nothing would 
please those disposing of it better than to sell it to them in one lump 
amount, 
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It would be very simple to amend this particular section and say: 

During the period of 1 year following the termination of transfer period, if 
the stockpile authorities do not want all this stock, then it shall be offered as 
stated here. 

It would be offered to them as well as anybody else if they want it. 
We might well write it in. 

Senator LenMan. I wanted to draw attention to that. 

The Carman. I think it is well that you did draw it to our atten- 
tion. I think the inference here is that if they want to buy it they can, 
but we might well write it into the bill. 

Senator Leaman. Do you have any information with regard to the 
extent that the large fabricators of tires and other rubber goods buy 
through rubber merchants here, as compared with the contracts to 
which they may enter direct with foreign governments, or with pro- 
ducers in foreign nations? 

Mr. Youarem. I am not expert in the rubber trade, Senator Leh- 
man, but my understanding is that apart from those rubber fabri- 
eators who own their own producing estates, three of the Big Four 
do have their own natural rubber properties, but apart from that 
rubber, it is my understanding that most of the natural rubber pur- 
chased is bought through rubber merchants either in New York or 
in London. They, in turn, carry on a trade with the East. 

I don’t know whether that answers your question or not. 

The synthetic rubber is sold directly by the RFC to the rubber 
fabricators except that there is one rubber merchant who purchases 
in relatively large quantities and redistributes to the small consumers 
of synthetic rubber. 

Senator LeumMan. My point was merely to clarify our minds. I 
would like to find out, if it is possible, to what extent these presently 
Government-owned p ate would be acquired by fabricators or by 
others. 

Mr. Youarem. That problem is also discussed here. I could say 
this, if the committee isn’t aware of it, and that is that the great bulk 
of productive capacity for manufacturing rubber out of the basic 
chemical ingredients, the great bulk of that capacity is operated by the 
five large rubber fabricators. They operate those plants on a fee basis 
for the RFC. I would say that those fabricators are running 75 per- 
cent of the capacity. 

The Cuarrman. Would you pull the microphone up so the people in 
the back can hear you, too. 

Mr. Youarem. I say the major rubber fabricators are operating 
75 percent of the Government-owned capacity. 

I would like to try to clarify this question of the stockpiling if I 
can. There is no synthetic rubber in the stoc kpile. The Stockpiling 
Act, as it now is written, does not provide for, and so far as we have 
been ab le to observe up to now, there is ho necessity for stoe kpiling 
synthetic rubber. 

The national security as it is dependent upon synthetic rubber, 
doesn’t rest upon a stockpile, but rests on the productive apacity 
of the plants. <A stockpile sufficient, am example, to supply Ameri- 
can civilian uses of rubber for only 1 year, would run in the magnitude 
of perhaps three-quarters of a billion doll: ars. Obviously, if we at- 
tempt to stockpile synthetic a to keep the economy on a level 
keel, the investment would be simply colossal. And it would not be 
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justified because synthetic plants, we discovered in the last war, can 
be built very quickly and can operate very effectivey. I think the 
Senators need have no concern about the transfer of any surplus 
rubber, so-called, to the stockpile. 

The Cuairman. We can put it in here and if they want it, they can 
get it, then. 

Mr. Yonarem. That would present another problem and perhaps 
a more dangerous one. 

The CHarrMAN, My point was if the stockpile people want to buy 
this surplus rubber, the rubber you are going to have left over, so 
far as I am concerned, they could buy it. 

Mr. Youartem. That would overlook the fact that if that happens, 
if perchance the stockpile people said they wanted that rubber, then 
the civilian economy would be deprived of a commodity which is really 
essential. 

The Cuatrmin. I appreciate that, but my point is that we can 
very easily say, if they wanted it, they can have it. 

Mr. Cravens. It is being democratic. 

Senator Payen. I would like to know if you have any figures as 
to what the remaining actual useful life of these plants is, based upon 
normal maintenan¢ 

Mr. YoHALEM We did have prepared for us at the RFC, for use 
in conjunction with the preparation of this report, an engineering 

udy of these plants, including an engineer’s appraisal. That study 
has never been made public. I would most respectfully suggest to 
the Senator that it shouldn’t be. It was prepared for the Govern- 
ment’s participation in the preparation for the sale of these plants and 
in advising the Government negotiators. 

Senator Payne. The reason for my question is because of your 
reference to chart 2 on page 14. 

In the contemplated disposal of the plants, you note on that chart 
that you reflect along i in 1953, in the present period, a decline in the 
world production of synthetic. 

You also show a slight decline—not much—in the world produe- 
tion of natural. But yet your total world consumption seems to reflect 
an increase. 

Now coming along to about 1955, on the world production of syn- 
thetic, you start to recapture the projected reduction in world pro- 
duction of synthetic so that it comes back to a point where it is 
approximately in the ape ion where it was in 1950. 


My qui stion is this: Jf that is the status and if your projected 
estimates are correct, is this the time to sell and secure the best price 
o far as the Government i O rned? Or would it be better to 
wait, if your estimates are cori et, to the point of where there seems 

. } } } } 1 . 

be an increasing deman roina to be placed upon the needs tor 
synthetic ? ¥ our line shows a contin al iner ase far in excess of world 
production of natural. It shows an increase in world production of 
ynthetic needed to meet world consumption, straight through to the 
eriod of 1955, right on through to ur | pie ( lL base it 
upon the fact that of cour imand is what governs what an item is 
voing to be able to secure on the market. 

Mr. YouaALem. I think there are perhaps two answers, Senator. In 
the first place { think the ey Her nee at the very end of 1952, a1 d 


in the early months of 1953 might well require some upward adjus 
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ment in this curve on the world production of synthetic. At least so 
far as the Government's plants are concerned, they are operating 
pretty much at full tilt. From the point of view of selling the plants 
when there is a most ready market for their product, I think you are 
fairly safe in assuming that this is that time. 

Now, if we were willing to attempt to hold off the sale of the plants 
until this upward demand for synthetic were confirmed by experience 
and thus suggest a better price to the Government, I think we would 
be coming perilously close to the moment when people in this country 
would have to be planning the construction of additional facilities 
in order to take care of the increased demand in the years after 1956 or 
1957, just to pic k a date. 

That planning is not likely to take place so long as the Govern- 
ment still owns these plants and can conceivably remain in competi- 
tion with private construction undertaken at today’s construction 
costs, which are substantially higher than when these plants were built. 
Therefore, I think that one should not try to squeeze the last dollar 
out of the market by waiting until the last moment when the plants 
may look economically most attractive. 

The trend, it seems to me, is so clearly upward for synthetic that 
it cannot be argued as a matter of price negotiation that these planis 
are surplus properties or a race on the market or that they have a 

capacity in excess of foreseeable » needs. I think that now is the time 
when the Government is in as favorable a position at it could hope to 
be for negotiating the sales of these properties. 

As I say, I think to wait longer really threatens the American rubber 
economy with a possible shortage of synthetic < ‘apacity. I there- 
fore conclude that this is the time to sell, and that this i is not the time 
to wait. 

Senator Payne. At page 7 of the bill, S. 2047, in the first line: 

The disposal agent shall develop a disposal plant that will realize for the 
Government the fair value of each Government-owned rubber-producing facility. 

Now what do we mean by “fair value”? 

Let me say this. Maybe my question is a little unfair. The ques- 
tion that comes into my mind on setting that out as it is in the bill is 
that “fair value” could be interpreted as possibly that price that the 
property should demand upon the market, based upon a fair appraisal 
value of the property itself. But then we come down to certain restric- 
tions and certain Government factors that the purchaser of that piece 
of property must comply with, in order to maintain the property. 

So, when you say “fair value,” has not that particular provision got 
to be elaborated on a little bit in order to set forth what we mean by 
“fair value”? 

Mr. Cravens. Very definitely. You have to have both of these 
things. You have to have the maximum dollars obtainable and keep 
a competitively free pattern. In some instances you may not get t the 
very last dollar in order to place a plant in the right hands. Our 
concept of fair val lue takes both of those things into consideration. 
It is to the benefit of the country to get a free and competitive prod ic- 
ing system, even at the sacrifice of a small number of dollars relatively 
on one facili ity or anot her facility. 

Senator Payne. Should that not be elaborated unon a anette bit so 
as to indicate that it does take into consideration certain fa¢ s that 
are required of the ultimate purchaser ? 
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Mr. Cravens. Yes; I directed my remarks with respect to the 
Attorney General, in connection with this situation, directly to that 
subject. 

The Cuarrman. For example, one concern might make a bid for 
all of them at a very, very high price. It would certainly be a fair 
value, but the Attorney General would simply say that, if you sell all 
these plants to one concern, then that is a monopoly. Therefore, you 
cannot do it. One concern might offer the highest price for a given 
plant and yet not make as liberal agreements with the Government 
in respect to furnishing small business with rubber, and so forth. 

First, you must get a fair value, but that does not necessarily mean 
that it might be sold to the highest bidder. The highest bidder might 
create a monopoly that the Attorney General would disapprove of. 
Furthermore, nobody is going to buy any of these plants unless they 
get clearance from the Attorney General that they are not violating 
the antitrust laws. 

It all has to be tied into one. 

Senator Doucias. I would like to direct an aoa y to pages 50 to 51 
in the report. It gives the construction costs and depreciation re- 
serves, the net book value, and so forth. These figures show that the 
original cost as of the end of December was $518 million for all of 
the plants, and a depreciation reserve of about $351 million, which has 
been set up. 

In what form was that depreciation, or is that depreciation reserve? 

Mr. Yonatem. The depreciation policy for these plants has been 
determined pretty much in accordance w ith ordinarv commercial prac 
tices and the depreciation rates established by the Bureau of Inter nal 
Revenue for like equipment. 

If one were to speak in rough terms, I think depreciation is taken 
on an average of about 10 percent per annum. You, therefore, get 
this net figure. 

Depreciation was not charged that way during the war years of 
operations, but an effort is being made now to recast the accounts. 

Senator Doveias. Do I understand that the net expense to the Gov- 
ernment—the original expense of $518 million—by the provision of 
depreciation allowances that have been provided for out of current 
sales, that the net investment has been reduced as of the end of last 
year to $167 million ? 

Mr. Cravens. You have to add to that the accumulated losses. 

Senator Doveras. I understand that, but I mean the physical plant. 

Mr. Cravens. That plus the accumulated losses would be the net 
investment to the Government. 

Senator Dovenas. The net investment in piant would be $167 
million. 

Mr. Younatem. That is the carrying value on the books. 

Senator Dovcias. I would like to probe your minds, if I may, on 
this matter. Would you like to get back the $518 million, or would 
you be satisfied if you got back to $167 million ? 

Mr. Cravens. I don’t think that if I represented the Government as 
a seller I would be satisfied. 

The Cuatmrman. I think all these bidders sitting around here could 
give you a better answer to that. 

Senator Doveras. Let me say I hope you will not be satisfied with 
$167 million. That is all I can say. 
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Mr. Youartem. May I direct your attention to the text and foot- 
note on page 31 of the report. I think you will find it interesting. 

The Cuairnman. Are there any other questions ¢ 

Senator Dovcnas. There is an extremely important issue that I 
think I have touched upon. I hope the disposal authorities will not 
pat themselves on the back if they get the heure of $167 million, 
because obviously the depreciation amounts have been put in by the 
Government: and if you take the value of the properties, not the net 
book value 

Mr. Cravens. We are all on record to that extent, Senator. 

Senator Dovenas. Will you lift your right hand and solemnly so 
swear ¢ 

The Cuarrman. There will be some Senators interested if they are 
froing to sell them for $167 million. 

I may be interested my self. 

Senator Lenman. You suggest that this plan for disposal be sub- 
mitted to the Congress rather than to the Board ? 

Would that plan of disposal include a report subject to scrutiny 
by the Congress with regard to the prices at which it was proposed to 
sell these plants ? 

Mr. Cravens. Exactly. It would explain the reasoning for taking 
each bid, even though there was some price variance. 

It would give the full information to the Congress to show exactly 
what the Board or Commission went through with. 

Senator LEHMAN. Subject to the approval of Congress? 

Mr. Cravens. That is correct. 

The Cuairman. Are there any other questions, gentlemen ? 

If not, thank you very much, Mr. Cravens, and we will no doubt 
want to have you back again as we get into this matter. 

We appreciate very much your testimony. 

Our next witness will be Mr. Mansure, Administrator of the General 
Services Administration. 


STATEMENTS OF EDMUND F. MANSURE, ADMINISTRATOR, AND 
MAXWELL H. ELLIOTT, GENERAL COUNSEL, GENERAL SERVICES 
ADMINISTRATION 


Mr. Mansure. I would also like to have Mr. Elliott, our general 
counsel, here on the technical questions. 

We are going to discuss the mechanical disposal of these plants. 

The Cnatrrman. You are in favor of disposing of them ? 

Mr. Mansure. Yes. We believe that this program, by doing it 
immediately, would bring a better return to the Government, for the 
I ison ti CA postponement for any considerable time might depre- 
‘late further the value of the plants. We feel at the present time they 
are perating at peak efficiency. 

We also feel that the qualified operators who would purchase these 
plants would continue to advance the technical processes that have 


os 


idy | en develon l under Govern? whers] iD. 
Two, GSA favors the establishment, as provided in the bill, of a 
Rubber Plant Disposal Board, consisti of the Secretary of the 
Treasury, the Attorney General, and the Administrator of General 
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In the testimony on the House bill GSA suggested that the inde- 
pendent three-man Commission contemplated by the House bill be 
made advisory to the head of a permanent Government agency, RFC 
or if RFC is not to continue in existence, then to GSA. 

We feel it should be RFC if it is going to continue in existence. 

No. 3, we suggest that consideration be given to the designation of 
a permanent Government agency in lieu of a disposal agent, who would 
have to build up a new st: aff of his own. 

In other words, we think it is more simplified to handle it in this 
way, and more economical. Unless RFC is to continue, then GSA 
would be the logical agency in view of its existing disposal functions. 

In any event, there should be no shift from one agency to another 
during the disposal program. 

In other words, assumption of the responsibilities by one agency 
for conclusion of negotiations begun by another agency would be 
highly undesirable. 

We are against a shift in the middle of the operation. It would 
not be economical. 

The CHatrrMan. Why do you make that statement ? 

Do you anticipate that ? 

Mr. Mansure. We do not know the situation of RFC. We just 
wanted to have that taken into consideration. 

The CuatrMan. What you are saying is that if the Congress dis- 
solves or liquidates RFC, ‘and intends to do it before this job is com- 
pleted, then it ought to designate some other agency to start the nego- 
tiations and handle them from the very beginning? 

Mr. Mansoure. Yes. 

Senator Dovetas. You oppose section 9 (b) and the following pro- 
visions which set up this ex-officio board, with a disposal agent ? 

Mr. Mansure. That is correct, Senator Douglas. 

We feel that that complicates the situation. 

The CHarrman. Now say that again. 

What is it that you disagree with? 

Mr. Mansurr. We propose that the Secretary of the Tre easury, the 
Attorney General, and the Administrator of General Services make 
up the Rubber Plant Disposal Board. In testimony on the House bill, 
GSA suggested that the independent three-man Commission contem- 
plated by the House bill be made advisory to the head of a permanent 
Government agency—RFC, or if RFC is not to continue in existence, 
then GSA. 

The CuamrMan. You want the Board to be advisory, only, either to 
RFC or GSA? 

Mr. Mansure. We believe that the Board should consist of the 
three before-named individuals. We think that is a more simplified 
way of handling it. 

The CuarRMAn. Have them as an advisory board to either RF( 
GSA and make either RFC or GSA the disposal agency ? 

Mr. Mansvre. That is right. 

Senator Lenman. When you talk about advisory board, do you 
mean a real bona fide advisory board, or the kind of board that is sug- 
gested in the conference report which was named in the Senate the 
other day in connection with the Defense Production Act? The Small 
Business Administrator was one member and the Board had full right 
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and power of approval over methods and every act that the Admin- 
istrator should take. 

I opposed that, of course, because it completely took away the au- 
thority and the responsibility of the Administrator and placed too 
much authority and responsibility in the hands of the Chairman of 
the A: dvisory Board. 

Do you mean a real advisory board or an advisory board that would 
make the Administrator fully functionary ¢ 

Mr. Mansvure. I would want an advisory board, but they would not 
have the control or the power over it. I believe that is what you have 
in mind. 

Senator Lenman. They have the power to ve to set policies which 
would have to be followed by the Administrator 

Mr. Mansvre. I was going to cover that apt now in clearing up 
section 9 (f) which appears to give the Attorney General absolute veto 
of any disposal plan developed by the disposal agent. 

Now, we feel that the views of the Attorney General, with respect to 
any such pli in, should be communicated by ‘the disposal agent to the 
Board for its decision—now this would seem to be consistent with sec- 
tion 9 (1) (2) under section 9. 

That comes back to the Board consisting of the Secretary of the 
Treasury, the Attorney General, and the Administrator for General 
sx rvices. 

Senator Lenman. I have always looked at an advisory board as an 
advisory board, but without any administrative powers. 

Mr. Mansvure. That would be our view on it. 

Senator Dovaias. Would you think the Board would have the right 
to reject the proposal for sale if the RFC, or General Services, ap- 
proved a sale under given conditions—should this Board have the right 
to veto the sale? 

Mr. Mansvure. I think that would be up to the three-man regular 
Board—the Secretary of the Treasury and the Attorney Gener: al. 

Senator Doveras. I thought you proposed to supplant that Board 
and make it purely advisory ¢ 

Mr. Mansure. Oh, no; not that Board. 

Senator Dovue.as. So we take the judgment of the Rubber Plants 
Disposal Board, under section 9 (b) ¢ 

The Cramman. This legislation, 5. 2047, sets up a three-man Board 
and authorizes them to set up a disposal agency. That is, it pinpoints 
someone to set up the agency to write the rules and regulations, issue 
the bids, collect all the data, present that to the Board for final decision, 
subject to certain rules and regulations that are written into the law. 

Mr. Mansvure. That is what we would want. 

The Cuamman. How could we get a much better business procedure 
than that? 

Mr. Mansvre. That is what we would want. 

The CHatrmMan. That is exactly what this bill does, does it not ? 

Mr. Mansure. Yes. 

Senator Doueias. Then the Board would pass on the question as to 
whether or not a sale should be made under different circumstances? 

Mr. Mansure. That is correct. 

Senator Dovetas. Then the Administrator, whoever he may be, 
would simply process the claims and conduct negotiations and serve 
as counsel and re presentative, but would not have final say ? 

Mr. Mansure. That is correct. 
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Senator Lenatan. That is what I was trying to devlop, the differ- 
ence, because I do not consider that an advisory board. 

The Cramman. In other words, that is exactly what S. 2047 pro- 
vides. 

This committee constitutes a policymaking body. We vote, we pass 
on legislation, but the staff accumulates the data. 

Mr. Mansvure. Where we are confused is that we are referring to 
the indus try advisory board, which should have advisory capacity. 

That is what we are talking about: That is not in this bill. That 
was in the House bill, Senator Douglas, and that is where we feel they 
should have advisory capacity only. 

Senator Dovcias. Are you opposed to having a special disposal 
agent ¢ 

The Cuatman. If I may say this, what is confusing the committee 
is that both these gentlemen who have testified, are trying to testify 
on something that is not before the committee, ins stead of testifying 
on what is before the committe. 

They are trying to testify in connection with the House bill, and 
the House bill. of course. is not before the committe. We do not even 
have it before us for ¢ onside ration. 

If you will confine your testimony to this particular legislation, I 
think it would be more help ful 

Mr. Mansure. We are in accord with this particular bill. 

The fe HAIRMAN. What is it that you do not like about this bill? 

Mr. Mansure. We are in accord with this bill. 

The Cc HAIRMAN. You are in accord with this bill ? 

Mr. Mansure. Yes. 

The Cuatrman. That simplifies it. 

Mr. Mansure. The amount of deposit required with the bids as 
specified in section 9 (c) (5) is 1 percent of the aggregate amount of 
the bid but not more than $100,000. 

There is no minimum deposit. 

We feel that there should be a minimum deposit and it seems doubt- 
ful that this provision would be sufficient to deter the submission of 
frivolous bids. Therefore, we recommend that there be a minimum 
of $100,000 on a bid. 

The Cuarreman. That is on page 5, of the bill, under “(f)”? 

Mr. Mansvure. Under section 9 (c), yes. 

The Cuairnman. The bill reads: 

One percent of the aggregate amount proposed to be paid, but not more than 
$100,000. 

Mr. Mansurr. We feel there should be a minimum of $100,000. 

The CHatrman. You feel it should be $100,000 regardless of the 
amount of the bid ? 

Mr. Mansure. Yes, that is not an excessive amount, but it does 
eliminate people just throwing in bids with no intent of following 
through. 

The Cuainman. It would eliminate somebody bidding $100,000 and 
putting up $1,000? j 

Mr. Mansure. It would be a minimum of $100,000. 

Now, in section 9 (f) (3), there is a reference made to 45.000 tons. 

This should probably be 45,000 tons since the maximum capacity 
of one of these plants is that amount. 

The CuairMan. What page is that? 
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Mr. Mansvre. That is section 9 (f) (3). That is page 7. 

It could be changed to 43,000 tons instead of 45,000. 

The Cuairman. That is a very good suggestion. 

Senator Busu. What does that mean, “During the useful life of 
the facilities sold’? 

Who is going to determine that, in line 154 

Mr. Mansvre. Mr. Elliott, would you answer that question, please ? 

Mr. Exniorr. I would assume that the disposal agent, whoever it 
might be, would recommend, and the Board would determine in ac- 
cordance with what is good economic practice, the useful life of the 
plant from there on out. 

Senator Busu. Who would determine it ? 

Mr. Exuiorr. I imagine that the Board would have to make that de- 
termination at the time that it proposed the sale and put a condition 
into the sale that there is that potential manufacture. 

In other words, they would have to say that a given plant has a life 
of 15 more years, or 10 more years, or 20 more years. 

Senator Payne. That information should be available as a result 
of the engineering survey that has been conducted. 

Mr. Exxrorr. That is correct. 

Senator Busn. Who would determine it? 

The CHatrman. The Board. 

Senator Busu. What board? 

The Cuairman,. The Board to be set up to dispose of these facilities. 

Mr. Mansvre. On Senator Douglas’ last question regarding the 
amount of rubber in the stockpile, that information could be made 
available by either ODM or GSA, Senator Douglas. I might just say, 
further that there has been no experience in the stoc kpiling of syn- 
thetic rubber to the extent that we know just what can be done with it. 
One of the factors involved would be the rate of deterioration of the 
material and consequently the frequency with which it would have 
to be rotated. 

We do not know the answer to that. 

Now, I feel that your question regarding the operation of these 
plants is very important, after ownership is transferred and I do not 
know what the answer to it is, but I think that should be given very 
serious consideration. 

Of course, the situation now is, with natural rubber at about 24.5 
cents, and synthetic at about 27 cents a pound, there is a spread i 
there. 

Now, as the plants go into private ownership and they have to 
assume the tax cae n and so forth, I presume that the price of syn- 
hetic rubber would go up, so it will be a question of the relationship 
hetween the price of natural and synthetic rubber. I think there 
should be certainly some protection, if additional quantities of syn- 
- tic rubber are require <d, to make them available. 

would like to have Mr. Elliott explain how that has been done in 
a aluminum situation. 

Mr. Exnsorr. I believe the question arose, Senator Douglas, as to 

hether some of these plants, the 400,000 capacity, might be shut down 
nd there would be a squeeze. 

Also the quest ion arose as to whether or not one firm would come in 
| put in the highest bid for all of the plants. 
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Senator Dovetas. The latter point has at least partly been guarded 
against ¢ 

Mr. Exaiorr. It has been guarded against in sections 1 and 5 
page 7; that is correct. 

And one further method—and it is only one method of several that 
could be used—would be to put in a condition in the deed of sale 
requiring that a certain percentage of the production be tendered to 
the independents on a first-come, first-served basis. That was the 
provision put in the aluminum expansion contracts. The primary 

. producers, at least up to the present, have not felt it is a hardship 
or a deterrent and it assures a supply to the independents. 

On the other question, Mr. Chairman, it was not too long ago 
when the price of natural rubber had moved up to 70 cents or 80 
cents. I think the industry is probably well aware of that. I would 
seriously question if they would want to—they might shut down, but 
I do not believe they would ever dismantle their synthetic rubber 
plants. 

They need them too much. 

If the situation should ever arise that natural rubber would go to 
70 cents or 80 cents, then synthetic rubber in turn would become more 
profitable and the uneconomic plants which have been covered into 
the national industrial reserve, could then command an economic price 
on the market, so I think there is an economic play there, which would 
offer some protection. 

I doubt if the rubber companies would want to shut down their 
synthetic plants which they need as a hedge against the natural rubber 
market, considering what the price was only 2 years ago. 

The Cramman. Ordinar ily a man does not want to shut down some- 
thing that he can make money on, or sell at a profit. 

Mr. Mansure. That is all, Mr. Chairman, that we had to cover. 

The Cuairman. Let me ask you this: 

You are the General Services Administrator / 

Mr. Mansvure. That is right. 

The Cuarman. You are the disposing agency for the Government ? 

You have under that authority at the moment on surplus property 4 

Mr. Mansvure. Yes. 

. The CuarrMan. You are the disposal agency for the Government ? 

Mr. Mansure. Yes. 

The Crairman. You oe supplies for the Government ? 

Mr. Mansvure. Yes, si 

The Cuamman. You are also the custodian of all the buildings ? 

Mr. Mansure. Common use items of supply. 

The Cuarrman. You maintain the buildings? 

Mr. Mansvre. That is correct. 

The Cuarrman. In every other instance, you are the agents who dis- 
pose of Government property; is that correct ? 

Mr. Mansure. Mr. Chairman, the facilities are all available and it 
means you do not have to set up special staffs and, of course, there are 
men who have specialized in this type of operation. 

That is why we take the view that we do on this. 

The Cuarrman. And you substantially approve 8. 2047? 

Mr. Mansure. That is correct, except for the minor corrections. 

The Cuairrman. The few amendments that you suggested ? 

Mr. Mansore. Yes. 
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rogram as well 
e also technical 


We believe also that time is of the essence in this 
because there will be more depreciation. There will 
improvements in the operation and we feel that under private opera- 
tion, those will be extended. 

The Cuarrman. No. 1, you recommend that we sell them. No. 2, 
you approve in substance the bill, and you recommend that we sell 
them and sell them immediately ¢ 

Mr. Mansure. Yes. 

The Cuarmman. You approve in substance S. 2047, with some minor 
amendments which you suggested here today Y 

Mr. Mansvure. That is correct. 

The Cuarrman. Are there any other questions ¢ 

Senator DouGLas. With regard to the proy ision on page =. the rub- 
ber plant disposal board appoints a disposal went who is subject 
to their rules and regulations, or else he helieves this work should be 
done by the RFC or DY the General Services Administration / 

I am not sure about that 

Mr. Mansure. We agree with that, but we feel we should be the 
dispo il agent for the | 


i 
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Onl l. 
enator Dovel \S This stules ie disposal agent is to recelve com- 
vensation at the rate of ALi wl ) pe rahnuin. 

Mr. Mansure. We feel we are set up to carry this on without addi- 
tional cost. 

Senator Doucrias. Are you in favor of 

Mr. Mansure. We believe that Genera 
an agency. Asa department. 

The Cuairman. Let me see if I can restate your position : 

You are In favor ¢ f a rub! eC] plant disposal board consisting of the 
Secretary of the Treasury who shall be chairman, the Attorney Gen- 
eral. ci lit the Adm nistrator ot General sel Vit es ¢ ' 

Mr. Mansure. T] 

The Cuamman. But, you would like to have them designate GSA 
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i Services should do it as 


Lat correct, 


As dl sposal agency ¢ 

Mr. Mansure. For the mechanical operation. 

The CrarrmmMan. To accumulate all the information and handle the 
] ] 
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m the processing of the bids and so fort! 
Mr. Mansvure. Yes; because we feel that if you set up this special 
agent, you are just duplicating something that is already in existence. 
Che Cnamrman. The suggestion certainly has great merit to it. 
Senator Dovucias. Do you save $17,500 a year in your proposal ? 
Mr. Mansvure. We would not need that, plus additional staffs, and 
furthermore it POeRS beyond the actual expense of competent men to 
hand | , 
Senator Dovuceias. It will strike terror in the hearts of a number 
of people hanging around Washington, with their tongues sticking out. 
Phe {( HAIRMAN,. The next witness will be Mr. Jacobs. Chief, Leg- 
ion and Clearance Section, Antitrust Division, Department of 
Justice. 
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STATEMENT OF EPHRAIM JACOBS, CHIEF, LEGISLATION AND 
CLEARANCE SECTION, ANTITRUST DIVISION, JUSTICE DEPART- 
MENT 


The Cnamman. Do you have a prepared statement ? 

Mr. Jacons. Yes, sir. I wish to state initially that because of lack 
of time, we have been unable to clear this statement with the Bureau 
of the Budget. 

The Department of Justice appreciates this opportunity to comment 
on S. 2047. 

The Departme nt believes that in the dis spos ition of these extreme ly 
important synthetic-rubber facilities, e very effort should be made to 
assure that the policy of the Rubber Act of 1948 is effectuated. The 

policy of the development within the United States of a free, com- 
* titive synthetic-rubber industry. 

The Department of Justice is not of course expressing any views 
as to the basic policy of this legislation. Whether legislation designed 
to dispose of the Government-owned rubber facilities at this time 
should be enacted by the Congress, involves a question of policy con- 
cerning which the Department of Justice expresses no comment. 

The comments of the Department will relate solely to certain provi- 
sions of S$. 2047 which involve directly or indirectly, antitrust con- 
siderations. 

Section 2, of S. 2047, would amend section 9 ef the Rubber Act of 
1948. 

The comments which follow will refer to section 9, as it would be 
amended. 

Our initial comments relate to section 9 (b) (1) which wouid estab- 
lish a Rubber Plant Disposal Board consisting of the Secretary of 
the Treasury, the Attorney General, and the Administrator of Gen- 
eral Services. 

It is the view of the Department of Justice that the Attorney 
General should not be a member of this Board. 

In section 9 (f) (1), the Attorney General would be required to 
render his advice to the disposal agent as to whether the disposal plan 
developed by the disposal agent would tend to create or maintain a 
situation inconsistent with the antitrust laws. 

Thereafter, as provided by section 9 (1), the disposal agent would 
submit his oe plan to the Board for its approval and the Attor- 
ney General as a member of the Board, would consider the disposal 
plan a second ans: 

We do not believe it is necessary to require the Attorney General 
to play this dual role. 

The Cuarrman. Let me ask you this: 

You do not think that the Board could save a lot of time, and it 
would be better business practice to have the Attorney General sit 
with them all the time and advise them as they go along, rather than 
to wait until they have spent hours and days and weeks and months 
and then present it to him, and he says, “No ¢” 

W hy do you want all this del: ay $ Do you not need a general counsel 
and the advi ice of the Attorne 2V Ge sneral, ste p by step, as you go along? 

Mr. Jacozs. We think, sir, that the suggestions we are gol 1g to make 
with respect to other provisions of the bill, would adequately take 
care of that problem. 
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The Carman. The purpose of making the Attorney General a 
member of the Board was that they could function and save time and 
eliminate all this redt: ape of spe nding wee ‘ks and weeks and weeks, 

and coming up with something, and then handing it over to the Attor- 
nev General and he would sit on it for more weeks, and weeks. 

We would know what was going on from day to day. 

Or, is that too 7 le for Government / 

Mr. Jacorns. No, sir: we have taken that into consideration and we 
are recommending - anges in other sections of the bill which would 
enable the Attorney General to keep up with developments, you 
might say, day by day. I shall mention those in just a few moments. 

The Cuarrman. Well, maybe you will cover what I am talking 
about, and I hope you will. 

Mr. Jacogns. I think I will. . 

The CHarrMan. The purpose of it is to eliminate delay and get down 
to business and auit taking these weeks and months and months to 
come to decisions, if it is possible. 

Maybe it is not possible. 

Mr. Jacoss. I think it is possible, sin 

The Cuarmman. Well, maybe you have a plan for doing it that is 
just as good as this one. 

Mr. Jacors. All right, sir; thank you. 

It is desirable, we believe, that the Attorne »y General give his views 
to the disposal agent as to consistency of the plan with the antitrust 

aws, as required by section 9 (f) (1) since this is an activity directly 
sdaiad to the normal functions of the Attorney General. 

As a member of the Board, however, he might be required to partic- 
ipate and render advice on matters which are not related to his normal 
functions. 

Our next comments relate to section 9 (f) (1) whereby the disposal 
agent appointed by the Disposal Board is directed to develop a dis- 
posal plan that will not, in the opinion of the Attorney General, tend 
to maintain or create a situation inconsistent with the antitrust laws. 

his is basically a desirable provision, but we feel it can be improved | 

1} certain respects. 

As you know, section 207, of the Federal Property Administrative 
Services Ac t of 1949 requires that with respect to the disposition of any y 
property that costs the Government $1 million or more, the disposal 
agency shall seek the advice of the Attorney General concerning con- 
sistency with the antitrust laws of the proposed dis sposition. 

It would seem all the more important in the present situation where 
we are dealing with facilities that might be valued at nearly a half 
billion dollars, and which involve substantially an entire industry, that 


cue regard ~ viven to the element of consistency with the antitrust 
law Se 
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Using section 207, and our experience thereunder as partial guides, 
‘ believe that section 9 (f) (1) of S. 2047, should be changed in the 
following respects: | 
. We believe that the law should clearly require the disposal agent 
to consult with the Attorney General with respect to antitrust factors 
throughout the invitation, proposal, and negotiation periods. 


The CHarrman. That is just what I said a moment ago. 
Mr. J ACOBS. = es, sir. 


Phe CHarMan,. I want to put him right in there. | 
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Mr. Jacons. Thus, the Attorney General would at all times be ap- 
prised of developments and could probably render valuable assistance 
to the disposal agent within the framework of antitrust consistency in 
the ace omplishme nt of his objectives. 

2. Section 9 (f) (1) should be amended to require the disposal agent 
during the invitation, proposal, and negotiation periods, to obtain and 
furnish to the Attorney General any information which the Attorney 
General determines to be appropriate or necessary, to enable him to 
ceive the advice called for by this section. 

The CuairmMan. I want todo that. I want to have him right in the 
middle of it all the time. 

Mr. Jacoss. It is essential, if the Attorney General is to advise on 
antitrust factors, that he have all information necessary to enable him 
fairly and fully to consider those factors. 

Problems may arise involving antitrust considerations, the solution 
of which will depend upon the availability of accurate information. 

The Cuatrman. That is why I want to put him right in the middle 
of it. 

Mr. Jacops. It is essential that the machinery should exist to enable 
the Attorney General through the disposal agent to obtain this in- 
formation. 

3. Section 9 (f) (1) should, in our opinion, require the disposal 
agent within a reasonable time prior to the conclusion of the negotia- 
tion period, to request formally the views of the Attorney General 
as to whether the proposed disposal would tend to create or maintain 
a situation inconsistent with the antitrust laws. 

If the Attorney General is kept fully advised and given complete 
information as recommended above, a reasonable time for an expres- 
sion of his views would be at least 30 days. 

The Cuarrman. Let me ask you this: 

If he is a part of the Board, then he is a part and parcel of this 
whole business. He has all this information you are talking about; 
he grows up with it step by step, and he knows exactly what is going 
on at all times because he is a Board member. 

He becomes the general counsel of the Board and, likewise, a board 
member, and has access to all the information they have. 

He either sits there himself or he designates you, or someone else to 
represent him, as we know must happen in all goverumental agencies, 
particularly with a Cabinet officer, or the head of a big department. 

He just sits there. He knows everything that is going on. 

Mr. Jacors. That is true, sir. We feel, however, that the policy of 
requiring him to—if I may say so—wear two hats, should be elimi- 
nated from this bill. 

The CHarrman. Why does he wear two hats? 

Mr. Jacors. Well, in the first instance, the disposal agent comes to 
him for advice. 

The Cuatrman. Comes to the Board? 

Mr. Jacops. Comes to the Atterney General, sir; under section 9 
(f) (1), the disposal agent is required to develop a plan which in the 
opinion of the Attorney Gener: al would not tend to create a situation 
inconsistent with the antitrust laws. 

The CuarrmMan. Suppose the disposal agent first presents the plan 
to the Board? Then the Board would, under your plan, consult the 
Attorney General ? 
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Mr J acoss. Under our plan, sir, the disposal agent, in developing 


Mr 
his P I in, in conducting the negotiations, and in obtaining proposals 
would, at all times, consult with the Attorney General. 
The C HAIRMAN. What you are trying to do, of course, kg. eae 
Attorney General away from the making of all the plans. They pre- 


sent them to him and he says that they may or may not do this, but 
at the same time, vou want him to be informed of eve rything that is 
going on‘ ; 

Mr. Jacozns. That is correct, sIr. 

The Crairnman. That was the purpose of making him a member 
of the Beard. To eliminate delay, so that he would be completely, 
100 percent informed. 


Mr. Jacops. Yes, sir. 


We think. sir. that under the procedures which we suggest, he 
would be equally, fully informed and would have adequate informa- 


tion at all ae s to render the advice which the act would impose upon 
him. 

Che CHarrmMan. Well, we will take that into consideration. 

Mr. Jacoss. Thank you, sir. 

Certain of the comments I have made in connection with section 9 
(f) (1) would apply also to section 9 (k) which requires the General 
Services Administration, before disposing of facilities not sold dur- 
Ing the transfer period, to secure the advice of the Attorney General. 

Added to this provision should be the requirements that the Attorney 
General should be furnished with the requisite information and that 
he should have a specified period—preferably 60 days—within which 
to render his advice. 

‘The same requirements should be added to section 9 (n), which au- 
thorized the leasing of alcohol butadiene facilities, after securing the 
advice of the Attorney General as to the consistency with the anti- 
trust laws. 

Section 9 (j), which deals with the disposition of stocks of syn- 
thetic rubber and component materials states that any such stocks 
not sold during the 1-year period following the termination of the 
weep period shall be transferred to the General Services Admin- 

stration for disposal as surplus property. 

It is not clear whether this provision would make such disposals 
subject to the provisions of section 207 of the Federal P roperty and 
Administrative Services Act of 1949. 

The Cnatrman. As surp = property, it would come within the 
scope of all the laws governing surplus property. 

Mr. Jacogns. We think, sir, that if that is intended here, and if it 
is intended that disposition of this property should be subject to the 
advisory prov ision of section 207, it might be better to clarify the law 
by stating it definite »- 

The CHamrMan. If it is surplus property, it comes within the scope 
of all laws governing mae lus property. 

Mr. Jacors. That is true, sir. There are limitations with respect 
to the amount involved in the disposition—— 

The Cuarrman. Up to $1 million. 

Mr. Jacors. Which this might leave up in the air, and we point 
out that the committee may wish to consider clarifying that point. 

The Cuarrman. It is very easy to do. It just makes a longer bill, 

It takes more lawyers, I guess, to figure it out. 
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Mr. Jacons. Section 9 (1) (2) states that the Disposal Board shall 
disapprove the disposal plan if, among other things, it finds that 
such plan will tend to create or maintain a situation inconsistent with 
the antitrust laws, “in the production and marketing of synthetic 
rubber and its component materials.’ 

It should be noted that the clause, “in the production and marketing 
of synthetic rubber and its component materials,” was not included 
in the language of section 9 ({) (1) which requires the Attorney 
General to advise whether the disposal plan would tend to create or 
maintain a situation inconsistent with the antitrust laws. 

It would seem desirable to synchrenize the language of section 9 
(1) (2) with section 9 (f) (1) so that the Attorney General's advice 
and the Disposal Board’s finding shall be based upon the same stand- 
ards. 

This would enable the Board—and it is assumed that S. 2047 so 
intends—to accept as a basis for its finding the advice given by the 
Attorney General without further inquiry. 

It is recommended that the language quoted above be deleted from 
section 9 (1) (2). 

Senator Doveias. May I get your precise meaning on that? 

Should the Attorney General have power in himself to disapprove 
of a sale on the ground that it was inconsistent with the Anachven t 
Act. or should his findings be confined to (a) advice to the Board, 
and (6) his position as one member of a three-man Board ¢ 

Mr. Jacons. We believe, sir, that whether you give the Attorney 
General the authority to veto the plan is a matter of policy. If it is 
given to the Attorney General, he will, of course, accept it. 

Senator Doueias. What position is the Attorney General’s Office 
taking on this matter now, or is it not taking a position ? 

Mr. Jacons. The Department of Justice is not taking a position 
on whether the Attorney General should have a veto power or whether 
he should merely give his advice. 

I might point out that under section 207, the Federal Property and 
Administrative Services Act, the language is framed in terms of the 
Attorney General’s giving his advice. 

We, however, do not take a position at this time on which of the 
two it should be. 

Section 9 (f) (1) states that a disposal pursuant to a plan developed 
by the disposal agent shall be deemed not to violate the antitrust laws. 

Generally speaking, the Department of Justice does not favor the 
granting of antitrust immunity to any industry or segment thereof. 

In this instance, however, the provision may not be—— 

The Cuairman. Will you yield a moment? 

Mr. Jacons. Yes, sir. 

The Cuamman. How do you expect anybody to buy any of these 
plants unless they get assurance they are not violating the antirust 
law ? 

Mr. Jacons. It is our position, sir, that in this instance the provision 
may not be inappropriate. 

The Chairman. I do not know what you mean by that. 

I will have to consult mv lawyer. 

Senator Bricker. It is not a legal question. 

Mr. Jacozs. Perhaps I stated it negatively, and confusingly. 
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I am stating, sir, that in this instance, in consideration of the other 
safeguards—namely, the Attorney General’s advice being requested 
on the question of consistency with the antitrust laws, and the Board 
being required to make a finding that the proposed disposal is not 
inconsistent with the antitrust laws, the Department of Justice would 
not object under those circumstances to the inclusion of this provision 
in this bill. 

Senator Bricker. Congress authorized the sale of all these plants. 
The Government owns them. The Administration sells them. 

The act of that sale puts them in the position of the private 
companies. 

Can you conceive of the Government prosecuting for the operation 
of properties that. it had sold to private parties and received money 
for, prosecuting them for violating the antitrust laws for operating 
those plants 4 

Mr. Jacors. If, sir, the bill contains this provision, to which we do 
not object, the Department of Justice would not prosecute one of the 
purchasers merely because he acquired the property as a result of the 
disposal plan. 

It is our position that in subsequent operations he could indeed so 
conduct himself that he would violate the antitrust laws. 

Senator Bricker. How could he so conduct himself ? 

Mr. Jacors. It is possible, sir, that he might enter into agreements 
with other producers which in themselves would be illegal. 

Senator Bricker. That has nothing to do with the sale or the oper- 
ation of this plant, though. 

Mr. Jacons. That is correct, sir, and I was going to state that if a 
provision of this type is included, it should be understood that only 
the initial act of disposal shall be deemed not to violate the antitrust 
laws —— 

Senator Bricker. Or the operation of that plant as it is sold? 

Mr. Jacons. Well, we think, sir, that that perhaps sets up a rather 
indefinite standard. 

Senator Bricker. It may be, but I am thinking of the time when 
one Department of the Government ordered the oil companies to do 
certain things, and the Department of Justice prosecuted them for 
doing it. 

The Government is pretty complicated, I admit, but we do not want 
to get into it to that extent, I do not believe. 

Mr. Jacons. I would like to sum up my views and perhaps I can 
answer your question in that way: 

If the Government sells a plant to X and this provision is in the bill, 
the Government would not institute proceedings against X because 
of the status he acquired as a result of the disposition. 

It is possible, however, that in his daily operations of the plant, the 
programs he decides to follow, the uses to which he might decide to 
ut the plant, it would be possible for him to violate the antitrust 
aws. 

Senator Bricker. That would be true of plants he already owns, 
too. 

Mr. Jacons. That is correct. 

The CHatrman. You are talking about an action he takes after 
he buys the plant? 

Mr. Jacors. Yes indeed, sir. 
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Senator Bricker. That puts it on no different status than plants 
he built with his own money ? 

Mr. Jacons. That is correct. 

The Cyaan. This is not to take into account anything he does 
after he takes over the plant ? 

Mr. Jacons. We are considering here the acquisition of the plant 
by the purchaser. 

A few moments ago I referred to section 9 (j}) which deals with the 
disposal of finished stocks of synthetic rubber and its component 
materials. 

This section directs that the disposal agent shall dispose of the 
stocks in such a manner as to make available to nonpurchasers of 
facilities and small-business enterprises a fair share of the stocks. 

This represents a laudable and desirable effort to assure small busi- 
ness a fair share of the synthetic rubber and component material 
stocks. 

However, we raise a question concerning the adequacy of the 
definition of a small-business enterprise used in this section. 

The Cratrman. Now we are looking for your definition of small 
business. 

Mr. Jacoss. A small-business enterprise is described in 9 (}) as 
one independently owned and operated, which is not dominant in its 
tield of operation, due regard being given to the number of its em- 
ployees and dollar volume of its business. 

The language “not dominant in its field of operation” raises several 
questions and may not be sufficiently descriptive of the type of com- 
pany intended to be included in the definition. 

For example, it is possible that even the largest company in an 
industry will not be dominant in the industry. ‘There may be several 
large companies which collectively, rather than individually, dominate 
the field. 

We assume that companies in this category are not intended to be 
included in the definition. It is possible that the additional |: anguage 
“due regard being given to the number of its employees and dollar 
volume of business,” would prevent the definition from being inter- 
preted to include the type of company mentioned above. 

We raise this question, however, so that it will not pass without 
receiving the additional consideration to which we believe it is 
entitled. 

There is one other point that should be mentioned in section 9 (j) 
It requires the disposal agent to offer for sale finished stocks of syn- 
thetic rubber and its component materials in such a manner as to 
make available to nonpurchasers of facilities and small-business enter- 
prises, a fair share of such stocks of synthetic rubber. We point out 
that the words “component materials” are not repeated in the last 
part of that sentence, and it is not clear whether the disposal agent is 
to offer only synthetic rubber to small-business enterprises or whether 
he is also to offer component materials. 

The CHatrMan. We left the component parts out of the last be- 
cause nobody would want the component parts unless they were going 
to manufacture synthetic rubber. 

Therefore, it can Just as well go in or just as well stay out. 

Mr..Jacoss. We merely w ant to mention the point in passing. 
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The Cuatmrnman. That is one advantage I think of having the At- 
torney General part of the board, that he gets a little briefing as he 
goes along, on these points. Nobody would buy the component parts 
unless he was going to manufacture synthetic rubber. 

But, he would buy the finished products. That is the reason we 
left it out, but it could just as well be put in. Nobody is going to buy 
it anyway, unless they are manufacturing synthetic rubber. 

Mr. Jacors. The provision in section 9 (ec) (3) (e), that proposals 
contain a statement as to general terms and conditions that the re- 
spective purchaser of a facility would be willing to accept in order 
to make the end product of such facility available to small-business 

nd to users other than the purchaser of the facility, ap- 
pears to be desirable. This should assist the board in carrying out 
tha policy of fostering the development in the United States, of a free, 
competitive synthetic-rubber industry. 

Section 9 (f) (2) requires that the disposal plan should insure that 
small-business enterprises and users other than plant purchasers 
fair share of the end products of the facilities sold. 


t 


enterprises, a 


should receive a 
This is also desirable to insure that consumers of these products will 
not suffer from inadequate S ipplies because of the disposal program. 

There are a few additional comments we wish to make concerning 
certain provisions of S. 2047 which, though perhaps not as directly 
concerned with antitrust considerations as those previously discussed, 
should nevertheless be mentioned. 

We refer first to section 9 (d) which provides that— 

The terms of any mortgage obligation shall be determined by negotiation and 
shall provide an interest rate, consistent with the interest rates on comparable 
loans currently made by private lenders. 
interest, the rate in each case being dependent upon a variety of factors, 
including the size and financial strength of the purchaser. 

Such an interpretation could result in the financially stronger pur- 
chasers enjoying a lower rate of interest than other purchasers. 

If this condition should result, the smaller purchasers might be 
placed at an economic disadvantage during the life of the mortgage. 

This would not be consistent with the policy of developing a free, 
competitive synthetic-rubber industry. 

We wish to refer also to section 9 (b) (3), which, among other 
things, authorizes the disposal agent to utilize— 

* * * such voluntary and uncompensated services as may from time to time be 
needed. 

We believe that serious consideration should be given to the question 
of whether it is necessary or desirable to utilize the voluntary, or 
uncompensated services of persons in connection with the disposal of 
Government-owned facilities. 

As I previously stated, the Department of Justice appreciates the 
opportunity afforded it to testify on this highly important matter. It 
is our hope that the basic problems will be resolved in a manner that 
will foster the development in the United States of a free. competitive, 
synthetic-rubber industry. 

Senator Bricker (presiding). Thank you very much, Mr. Jacobs. 

Are there any questions, Senator Douglas? ~ 
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Senator Doveras. Mr. Jacobs, I do not believe in exhuming skele- 
tons for their own sake. I am only interested in the matter to the 
extent that it furnishes guides for the future. 

Has the Government instituted antitrust suits against firms in the 
rubber industry / 

Mr. Jacons. I believe the Department of Justice has. 

Senator Dovgias. Can you remember when these suits were started 
and what firms were involved? 

Mr. Jacors. I would not like to depend upon my recollection for 
that, sir, but if you desire that information, we will be glad to fur- 
nish it. 

Senator Doueias. Was it recently or far back in the past ? 

Mr. Jacors. I recall one case instituted in 1948, sir. 

Senator Doucias. Do you remember what firms were involved? 

Mr. Jacoss. Yes, sir. The defendants in that case were United 
States Rubber Co., Dunlop Rubber Co. of England, and a third 
company. 

Senator Doveias. What was the third company ? 

Mr. Jacons. Consolidated Rubber Manufacturers, Ltd., which, I 
believe, was a foreign subsidiary of the United States Rubber Co. 
and which I believe is now out of existence. 

Senator Doveias. Were there any other suits which the Depart- 
ment of Justice has undertaken in the rubber industry for violation 
of the Sherman Antitrust Act? 

Mr. Jacogs. I am almost certain tht the answer is “Yes,” but I 
would not like to rely on my recollection for the names. 

Senator Doveias. Would you be willing to furnish that for the 
record ¢ 

Mr. Jacoss. Yes, sir; we would be glad to. 

Senator Dovuctas. What was your recollection of the result of these 
suits?) Were the suits upheld by the Federal courts before which 
the suits were instituted ? 

Mr. Jacons. I cannot state that definitely, sir, because some of them 
may have been disposed of by the negotiation of consent judgments, 
in which case there would have been no trial. 

Senator Doveras. Please have someone in the Department prepare 
a memorandum of the history during the last 20 years of antitrust 
action against firms in the industry, describing the points at issue 
and the consent judgments, if any, and the decisions of the courts, 
if any. 

Mr. Jacons. We will be glad to do that, sir. 

(The information requested follows :) 


ANTITRUST CASES FILED BY DEPARTMENT OF JUSTICE IN RUBBER FIELD SINCE 1935 


Style of case: U. S. v. The Cooper Corporation et al. Civil Action No. 2-396. 
Court: Southern District of New York. 
Date: Complaint filed February 20, 1939. 


Defendants: The Cooper Corp.; The Dayton Rubber Manufacturing Co. ; 
Dunlop Tire & Rubber Corp.; The Falls Rubber Co.; The Firestone Tire & 
Rubber Co.; The Fisk Rubber Corp.; The General Tire & Rubber Co.; The 
B. F. Goodrich Co.; The Goodyear Tire & Rubber Co., Inc.; The Kelly- 
Springfield Tire Co.; Lee Tire & Rubber Co. of New York., Inc.; The Mo- 
hawk Rubber Co. of New York, Inc.; The Norwalk Tire & Rubber Co.; 
Pennsylvania Rubber Co. ; F. G. Schenuit Rubber Co.; The Seiberling Rubber 
Co.; United States Rubber Products, Inc.; United States Tire Dealers Corp. 

Offense charged: Complaint under section 7 of the Sherman Act to re- 
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cover treble damages from defendants for conspiracy to fix prices of tires 

on sales to United States Government. 

Disposition: Dismissed with holding that United States not a “person” 
within the meaning of section 7 of the Sherman Act 31 F. Supp. 848; 114 F. 
(2) 413; 312 U. 8S. 600). 

Style of case: U. S. v. Standard Oil Company (New Jersey) et al. Civil Action 
No. 2091. 

Court: District Court of New Jersey. 

Date: Complaint filed March 25, 1942. 

Defendants: Standard Oil Co. (New Jersey); Standard Oil Co. of New 
Jersey; Standard Oil Development Co.; Standard Oil Co. of Louisiana; 
Standard Catalytic Co.; Jasco, Inc.; Hydro Engineering and Chemical Co. 
(Individual defendants’ names omitted. ) 

Offense charged: Complaint under sections 1 and 4 of the Sherman Act 
alleging a conspiracy with I. G. Farben of Germany to restrain interstate 
and foreign commerce in petroleum products and petroleum chemicals. 
(Involved patents relating to synthetic rubber.) 

Disposition: Consent judgment entered March 25, 1942, and modified on 
April 7, 1943 

Style of case: U. S. v. Standard Oil Company (New Jersey), et al. No. 682 
(Criminal). 

Court: District Court of New Jersey. 

Date: Information filed on March 25, 1942. 

Defendants: Standard Oil Co. (New Jersey): Standard Oil of New 
Jersey; Standard Oil Development Co.; Standard Oil Co. of Louisiana; 
Standard Catalytic Co.: Jasco, Inc.; Hydro Engineering & Chemical Co. 
(Individual defendants’ names omitted. ) 

Offense charged: Information under section 1 of the Sherman Act alleg- 
ing a conspiracy with I. G. Farben of Germany to restrain interstate and 
foreign commerce in petroleum products and petroleum chemicals. (In- 
volved patents relating to synthetic rubber.) 

Disposition: On March 25, 1942, all defendants pleaded nolo contendere 
and fines were imposed totaling $50,000. 

Style of case: U. S. v. The General Tire and Rubber Company. Civil action 
No. 21329. 

Court: Northern District of Ohio. 

Date: Complaint filed July 10, 1942. 

Offense charged: Complaint filed under section 1 of the Sherman Act 
charging that defendant restrained competition in the retail tire field by 
participating in an illegal patent license agreement. 

Disposition: Decree entered March 21, 1944, declaring agreement illegal 
and enjoining defendant from carrying out such agreement. 

Style of case: U. S. v. National City Lines, Inc., et al. Civil action No. 19270. 
Court: Southern District of California. 
Date: Indictment returned April 9, 1947. 

Defendants: National City Lines Inc.; American City Lines, Inec.; Pacific 
City Lines, Inc.; Firestone Tire & Rubber Co.; General Motors Corp.; 
Phillips Petroleum Co.; Mack Manufacturing Corp.;: Standard Oil Co. of 
California; Federal Engineering Cosp. (Individual defendants’ names 
omitted. ) 

Offense charged: Indictment under sections 1 and 2 of the Sherman Act 
charging conspiracy to acquire control of a substantial part of the local 
transportation companies and to restrain and monopolize domestic trade 
in the sale of motorbuses, petroleum products, tires, and tubes. 

Disposition: All defendants except American City Lines, Inc., found 
guilty and fines totaling $36,007 were imposed (186 F. (2) 562). 

Style of case: United States v. National City Lines, Inc.. et al. Civil Action No. 
6747-Y. 

Court: Southern District of California. 

Date: Complaint filed April 10, 1947. 

Defendants: National City Lines. Inc.. American City Lines, Inc.; Pacific 
City Lines, Inc.; Firestone Tire & Rubber Co.; General Motors Corp. : 
Phillips Petroleum Co.; Mack Manufacturing Corp.; Standard Oil Co. of 
California; Federal Engineering Corp. (Individual defendants’ names 
omitted. ) 
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Offense charged: Ulawful conspiracy to acquire ownership and control over 
local transportation companies and to restrain and monopolize interstate 
commerce in motor busses, petroleum products, tires and tubes. 

Disposition: Pending. 

Style of case: United States v. Rubber Manufacturers Association, Inc., et al. 
Criminal Action No. 126-93 

Court: Southern District of New York. 

Date: Information filed August 18, 1947. 

Defendants: Rubber Manufacturers Association, Inc.; The Dayton Rubber 
Co.; The Firestone Tire & Rubber Co.; the General Tire & Rubber Co.; 
The B. F. Goodrich Co.; The Goodyear Tire & Rubber Co.; Lee Rubber 
& Tire Corp.; Seiberling Rubber Co.; United States Rubber Co. (Indi 
vidual defendants’ names omitted. ) 

Offense charged: Information under sections 1 and 3 of the Sherman Act 
charging a conspiracy in restraint of trade and interest commerce in the 
sale of tires and tubes by agreements to fix prices, to allocate customers 
and by other means. 

Disposition: The association, corporate defendants, and two individuals 
entered pleas of nolo contendere and were fined a total of $50,000; the 
remaining individual defendants were dismissed. 

Style of case: U. S. v. The Metropolitan Leather & Findings Association, Inc., 
et al. Criminal No, C128/277. 

Court: Southern District of New York 

Date: Indictment returned October 26, 1948. 

Defendants: The Metropolitan Leather & Findings Association, Ine.; Berk 
sons Leather Co., Inc. Frank Cancellieri & Sons, Inc. : Cat’s Paw Rubber Co., 
Ine.; The Goodyear Tire & Rubber Co., Inc.: Griffin Manufacturing Co.., 
Inc.; Howes Leather Company. Inc.; The L. T. 8. Co.; The Linen Thread 
Co., Inc.: O'Sullivan Rubber Corp.: Toplansky Bros., Inc.; The United 
States Leather Co.; Wizard Sales Co., Inc. (Individual defendants’ names 
omitted. ) 

Offense charged: Indictment under sections 1 and 2 of the Sherman Act 
for conspiracy to fix prices in leather and shoes findings including rubber 
heels and soles. 

Disposition: Total fines of $81,750 were imposed on all defendants except 
Berksons Leather Co.: Frank Caneellieri & Sons, Inc : Howes Leather 
Co., Ine. ; Toplansky Bros., Inc.: Wizard Sales Co., Inc. : and one individual, 
who were dismissed. 

Style of case: U.S. v. United States Rubber Company, et al. Civil Action No 
26079. 

Court: Northern District of Ohio 

Date: Complaint filed December 16, 1948. 

Defendants: United States Rubber Co. ; Consolidated Rubber Manufacturers 
Lid.; Dunlop Rubber Co.. Ltd. 

Offense charged: Comlaint under section 1 of the Sherman Act alleging 
illegal cartel agreements with respect to latex 

Disposition: Pending. 

Style of case: U. S. v. BE. I. du Pont de Nemours & Co., et al. Civil action No. 
49C-1071. 

Court: Northern District of Ilinois. 

Date: Complaint filed June 30, 1949 

Defendants: E. I. du Pont de Nemours & Co.; General Motors Corp.; United 
States Rubbe. Co.; Christiana Securities Co.: Delaware Realty & Invest 
ment Corp. (Individual defendants’ names omitted. ) 

Offense charged: Complaint alleging violation of sections 1 and 2 of the 
Sherman Act and section 7 of the Clayton Act for obtaining monopoly 
control of tires and tubes, chemicals, paints, and other commodities 

Disposition: Pending. 

Style of case: U. S. v. Sears, Roebuck & Company, et al. Civil Action No. 73-298. 
Court: Southern District of New York. 
Date: Complaint filed February 27, 1952. 

Defendants: Sears, Roebuck & Co.; the B. F. Goodrich Co. (Individual 
defendant name omitted.) 

Offense charged: Complaint charging interlocking directorship in violation 
of section 8 of the Clayton Act in view of competition between defendants 
in the sale of tires and tubes, automobile accessories, and other products. 
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sition: Interlocking directorship declared to be in violation of section 
1 April 28, 1953 (111 F. Sup. 614). Relief pending. 

wv Bricker. Thank you very much, Mr. Jacobs. 

1] E Fe . a : 

il recess now to reconvene tomorrow morning at 10 o'clock. 


tnesses tomorrow will be representatives of the Esso Stand- 
o., the Dayton Rubber Co., the Texas Co.. the United States 
o., Endicott-Johnson Corp., and the Goodyear Tire & Rub- 


meet in this same room. 
‘eupon, at 12:10 p. m. the committee recessed to reconvene 
1. Thursday, June 25, 1953.) 
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THURSDAY, JUNE 25, i953 


Unirep Srares SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. ¢ 

The committee met, pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Ilomer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Robertson, 
Frear Douglas, and Lehman. 

x he ( HAIRMAN. The committee will please come to order. 

Our first witness this morning will be Mr. O. V. Tracy, general man- 
ager, chemicals products department, Esso Standard Oil Co. 

These hearings were scheduled a week or two ago. The Senate went 
into session at 10 o’cloc k, this morning, rather than 12. There is a 
unanimous-consent agreement to debate and vote on Continental 
Shelf legislation. 

The time is limited to 15 minutes on each side for each amendment 
and an hour on the bill. 

It is possible that there will be only a few Senators here today, and 
even those who do attend may be forced to leave to go to the floor and 
vote every 30 or 40 minutes. 

I am not certain what will happen, but it certainly is not very con- 
ducive to a good hearing today, and we apologize to you gentlemen, 
but I do not know how we are going to avoid it. 

The Senate is working against a deadline of midnight, June 30, on 
half a dozen pieces of legislation that have to be extended, so it will 
be a little rough here in the next 3 or 4 days. 

Suppose you proceed, Mr. Tracy. 


STATEMENT OF 0. V. TRACY, GENERAL MANAGER, CHEMICAL 
PRODUCTS DEPARTMENT, ESSO STANDARD OIL CO. 


Mr. Tracy. My name is O. V. Tracy. Iam general manager of the 
chemical products department of the Esso Standard Oil Co., and presi- 
dent of its affiliate—Enjay Co., Inc..—which markets chemical prod- 
ucts derived from petroleum. 

I, and representatives of affiliated companies, have in recent years 
made several appearances before congressional committees dealing 
with the problem of synthetic-rubber plant disposal. 

On June 5, 1953, I appeared before the subcommittee of the House 
Armed Services Committee. Our opinion that it is in the national 
interest that (he Government sell the synthetic-rubber plants to private 
business is well known. 
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At the outset, I would like to make it clear that we subscribe fully 
to the conditions laid down by the President in recommending disposal 
legislation to the Congress. 

Briefly stated, these were : 

(1) That the interests of national defense must be fully protected ; 

(2) That the Government should receive full fair value for the 
properties; and 

(3) That the disposal must be handled in such a way as to assure 
full and free competition without any possibility of fostering 
monopoly. 

You understand, I believe, that the interest of our company, an oil 
company, in synthetic rubber, which interest extends back for nearly 
a quarter of a century, is based upon (1) the dependence of our gas- 
oline market upon the availability of automobile times, and (2) 
petroleum being the logical material from which to make synthetic 
rubber. 

Based upon the public statements of rubber-industry representa- 
tives, as well as Government officials, including representatives of the 
Army and Navy Munitions Board, the stockpile of natural rubber 
and the existenc ‘e of a going synthetic-rubber industry is now adequate 
to protect the Nation in the event war comes upon us. Also, private 
industry would most certainly expand rubber facilities as require- 
ments increase. From a national defense standpoint, Government 
ownership is wholly necessary. 

Regarding the question of assurance of competition, it is already 
clear, as a result of testimony before the House Armed Services Com 
mittee, that a considerable number of companies in the rubber, chemi- 
cal, and petroleum industries may be expected to bid for the facilities. 
If the facilities are sold to private industry, it seems quite likely that 
a variety of interests and types of companies will be represented 1 
ownership. 

It is generally recognized that the Government agencies, especially 
those in the RFC, who sponsored and administered the national 
synthetic-rubber program in the war years and subsequently, have 
done their job well. Certainly we subscribe to this view. 

I therefore wish to give well-earned credit to the Government offi- 
cials. At the same time, I would call attention to a fact sometimes 
overlooked. 

The Government supplied the capital to build the rubber facilities 
and coordinated their operation, but the Government agencies have 
been completely dependent upon private companies for processes, 
plant design, plant construction, and plant operation without which 
the program could not have been carried on. 

Industry was also called upon to supply qualified personnel to staff 
the responsible Government agencies. 

Therefore, without wishing to minimize in any way the importance 
of Government capital or the fine work of Government personnel, we 
think it pertinent to your considerations to recognize that it was the 
existence, before war came upon us, of private companies with long 
experience in research and development, organized and staffed to do 
the job for the Government, which made the success of the program 
possib le. 

These ie ree attained their competence to do this job under 
the stimulus of a peacetime system of private competitive enterprise 





DISPOSAL OF RUBBER PLANTS 49 


before Pearl Harbor. They carried on under the stimulus of war 
necessity with but little of the profit incentive which must be recog- 
nized as an essential feature of the successful American business 
system. 

I mention the dependence of the Government upon private industry 
because I believe it goes to the heart of the question before you, 
namely : 

Should the Government return complete responsibility for the syn- 
thetic-rubber business to private industry? As we all know, Govern- 
ment participation in the synthetic-rubber program arose from a na- 
tional emergency at a time and under conditions when it was neces- 
sary temporarily to deviate from the free competitive enterprise 
method of developing a new industry. 

Looking into the future, it is our firm conviction that the high 
technical skills and competent organizations made available to the 
Government in the time of emergency could not possibly continue to 
develop under conditions of Government ownership. 

In this connection we call your attention to the fact that Govern- 
ment disposal of its neoprene and sytrene plant facilities shortly after 
the war's end turned out to be a wise move. The companies who had 
built and operated these plants bought them and have expanded the 
supply and industrial application of the products. We believe that 
in case of a war emergency, the existence of an actively competing 
business in ‘ene will be of more value to the Nation than would have 
been the case under continued ownership of the plants by the Gov- 
ernment. 

We have been waiting to get back into the manufacture of the butyl 
type of synthetic rubber for 11 years. This type of rubber was in- 
vented in the laboratories of the Standard Oil Development Co. in 
1937. 

We had actually started to build a plant to produce it 6 months 
before Pearl Harbor, In the interest of the war program, we turned 
over to the Government this semicompleted plant, expanded it and 
have operated it continuously for the Government. During these 
vears we have continued to spend our own money on research in buty] 
application, process, and customer service because we have always 
fully expected to get back into the business which we started. 

We are confident that the volume of butyl required will necessarily 
expand because of its inherent properties which our research has 
indicated can be further modified and adapted to an expanding num- 
her of applications. 

It should be understood that butyl] is one of several types of synthetic 
rubber which is in competition with many other types of synthetic 
rubber and with natural rubber. Through the years that we have 
been working on the development of butyl rubber, we have found im- 
portant instances where butyl could effectively compete with other 
synthetic rubbers and natural rubber not only in the transportation 
field but in the mechanical goods, wire insulation, and other fields. 
This is the kind of competition which results in growth and benefits 
the Nation. 

As you gentlemen may know, our affiliate, the Standard Oil De- 
velopment Co., has already licensed two companies to operate under 
its butyl] rubber patents—one in the United States, and one in Canada 
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which is now in operation and is selling part of its output in the 
United States. 

Furthermore, four other major American companies have indicated 
interest in the manufacture of butyl rubber. In addition to offering 
to license anyone, the Standard Oil Development Co. has offered to 
provide all the accumulated know-how required to start up and oper- 
ate a new butyl rub ber plant. 

I might say that those of us who are most familiar with the po- 
tentialities of butyl rubber feel that more plants will be urgently 
so to meet the accelerating demands for it. If we felt that the 
field of butyl was limited to the present capacity, we would have no 
ineentive to continue the research on which we are now spending large 
sums of money to broaden the market through improving the product 
and ad: ipting it to wider fields of usefulness. 

My company wants to go ahead with butyl and is prepared to bid 
for the Baton Rouge plant. We realize fully that we must compete 
with others interested in acquiring these facilities. 

Thank vou, gentlemen. 

The CyatrmMan. Do you have any comments to make on the bill 
before us, S. 2047 2 

Mr. Tracy. Mr. Chairman, we have studied both S. 2047 and the 
bill that I eva and has been recently under consideration in the 
House. I would like to say that my own experiences, extending over 
a number of years, lead me to believe the Armed Services Committee 
of the House has given this subject a tremendous amount of very 
intensive study. 

They have inspected the plants, they have had a number of hear- 
ings, and I believe that from the practical application of disposal, the 
bill that was discussed before the House Armed Services Committee 
will effectively prov ide for disposal of the plants. 

The CuHatrMAN. You think either bill will do that? 

Mr. Tracy. | think either bill would do it. 

I think on the basis of the study that has been given it through 
the years, during which members of the committee that have inspected 
these pl: unts, they have done an outstanding job in writing legislation. 

The Cnatrman. What are the differences between the two bills? 

Mr. Tracy. The differences, I believe, Senator, are minor. The 
principal difference, I believe, is in the : appointment in one case of a 
commission disinterested in the program, in the House bill, and in the 
Senate bill, the appointment of + individual, actually, supervised by 
the heads of different agencies. 

The CratrMan. I think the big difference between the two bills, 
with regard to the board or agency, is that the House set up a board of 
three disinterested people, and he Senate bill would confine it to 
Government officials, primarily. 

Mr. Tracy. That is right; officials who are pretty much overworked 
under today’s circumstances. 

The Crarrman. I want to ask you this question: 

You are with Esso. Would you be willing, if you wanted to sell 
Esso Standard, would you be willing to put it in the hands of three 
disinterested parties, or would you want the people who own it and 
run it. the officers. to do the negotiating ? 

If you owned something, would you be willing to leave it up to 
three disinterested part les / 
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Mr. Tracy. My feeling is, of agencies that have been designated in 
the Senate bill, they have probably very little actual knowledge or 
experience in handling of the rubber program. Therefore I would 
personally feel that the President, having access to a wide choice 
throughout the country, could very easily nominate or designate very 
able people to do the job and to protect the interests of the country, 
entirely and completely. 

The Cuainman. You think three people who know nothing about 
the business, who are disinterested—because I think the bill talks 
about disinterested people- — 

Mr. Tracy. That is right, sir 

The Cuairman. If they are disinterested, they know nothing about 
the business; do they ¢ 

[f they know something about the business, they possibly are in- 
terested 

Mr. Tracy. There is a question of disinterest from the standpoint of 
not knowing about a business, and the interest that an informed man 
can take in protecting the taxpayers. 

‘he Cu AIRMAN, That seems to be the big difference between the two 
bills. 

Mr. Tracy. I believe so. 

The Cuarrman. I think either bill would dispose of the plants and 
I think they ought to be disposed of to private industry. 

I think either bill will do a good job. Both bills call for Govern- 
ment disposal of their plants to private industry, which I think ought 
to be done. 

I think the big difference is the membership of the Board to do the 
negotiating. 

Mr. Tracy. The original rubber program was set up by an outstand- 
ing board of disinterested individuals headed by Bernard Baruch, 
and it was administered by an uninformed railroad man, Bill Jeffers. 

I think the record speaks for itself. 

Beyond that, the RFC did an outstanding job in stafling the Rubber 
Reserve Company. 

The Crarrman. I think we can say a good job has been done by 
everybody—the RFC, and the private companies who have been oper- 
ating the plants. 

I think we are possibly all agreed that the plants ought to be sold. 

Now, the question is, How is the best way to proc eed to do it? 

Mr. Tracy. Having been a bureaucrat myself for a time, Senator, 
I think it is very much better to put this in the hands of an agency 
other than an agency of government. 

The CuarrmMan. You think it is better to create a new bureau ¢ 

Mr. Tracy. No, I do not like bureaucracy as constituted. 

The CHarrmMan. Once you get into the legislative or executive 
branch, you are automatic “ally © ‘ulled a bureaucrat whether you are or 
are not. You just automatically get into that pattern, in the mind 
of the people. 

Senator Robertson. 

Senator Ropertson. Yesterday, a gentleman named Ephraim Jacobs 
testified before this committee and he opened his discussion by saying 
that the Department of Justice believes that in the disposition of these 
extremely important synthetic rubber facilities, every effort should be 
made to assure that the policy of the Rubber Act of 1948 is effectuated ; 








a2 DISPOSAL OF RUBBER PLANTS 


the policy of the development within the United States of a free, 
competitive, synthetic rubber industry. 

Then on page 2 of his prepared statement, he went on to say: 

Our next comment relates to section 9 (f) (1), whereby the disposal agent, 
appointed by the Disposal Board, is directed to develop a disposal plan that will 
not, in the opinion of the Attorney General, tend to create or maintain a situation 
inconsistent with the antitrust laws. This we believe is basically a desirable 
provision, but we feel it can be improved in certain respects. 

I would like to have your comment on whether or not you feel that 
certain interests would be willing to pay more to be permitted to buy 
all of these 11 plants and have a monopolistic control of the rubber 
industry. Should we take steps to see that the original intent of the 
Rubber Act of 1948, for the development of a competitive industry, 
should be preserved ¢ 

Mr. Tracy. I would answer that, Senator, by saying that the char- 
acter of the synthetic-rubber industry, as I have known it, and as it 
is now operated today, is very competitive. 

The question of bigness in a business is relative; when you are talk- 
ing about an industry that has an original cost of somewhere around 
$600 or $700 million, is well beyond the scope of a small shop to take 
over, to run and to develop. 

The development of the different types of synthetic rubber today, 
which are selling and always will have to sell in competition with 
natural rubber, can most effectively be carried on by a large organiza- 
tion financially and technically able to carry on the « ‘ontinuing rese: rch 
that is necessary to support that kind of a program. 

The competitive nature of it, I think, is guaranteed by the wide 
variety of interests that are represented today in operating the exist- 
ing plants, those who put in their processes that were developed, 
actually, before the plants were built and made the plants possible, and 
the innate desire of each one to get the largest capacity for his own 
type of product. 

Senator Roperrson. I regret that your answer is not very respon- 
sive to my question. 

You will recall that the former president of General Motors said 
before a Senate committee that “what is good for General Motors 
is good for the country.” 

The president of Du Pont would possibly say the same thing. 

Kither one of those companies could finance what these 11 plants 
would cost. They could produce, either oneof them, all of the 
synthetic rubber that is produced in this country, and say, “What is 
good for us is good for the man who has to buy rubber,” but there 
are some who do not endorse that proposal. 

I was hoping that I would get some expression from you aside 
from the comment that a little fellow with no experience ought not 
to take over one of these rubber plants; that we should go to par- 
ticular pains to see that an industry so vital to the industrial needs 
of this Nation, especially in time of war, if our supply of raw rubber 
should be cut off, should not be turned over to monopolistic control. 

Mr. Tracy. We certainly agree with that statement that it should 
not be so turned over, and we believe that the bill, as provided, does 
not put undue hardship on any group of small businesses, small com- 
panies, if you will, who not only can protect their own interests, 
but are competing very effectively. 
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Senator Roserrson. What is there in either bill that fully safe- 
guards the sale of these 11 plants in a way that there could not be 
a future monopolistic control in the production of synthetic rubber ? 

What is in either bill to do that / 

Mr. Tracy. The control, as I see it, is effective in the first place in 
the existing antitrust laws of the country. Second, the pattern al- 
ready est: ablished by offering these widespread facilities and not al- 
lowing any one group or interest to have an exclusive right to any 
one of the facilities, let. us say, that they are now operating. 

There are already 2 or 3 groups of smaller companies in the pro 
gram. In addition, we have already had information from the presi- 
dent of at least one smaller company who said he would like to build 
a butyl-rubber plant. We would like to see him build it and would 
like to help him. 

We think the field is open and we think the opportunities for de 
velopment from a small business to a large business are manifold. 
That is what has made our country. 

Senator Rorerrson. It may be that the antitrust laws have be 
come a shibboleth without any real meaning. I do not know of 
single antitrust case in recent years that had any appreciable effect 
on monopoly. 

We had a very important case once, involving the practices of 
the four aaah cigarette companies, crushing the competition of the 
independents and especially those who made the so-called economy 
brands. 

They tried to get an appeal from the cireuit court, which handed 
down an opinion, and could not. That is all it amounted to, and 
they soon went ahead doing just what they did before. 

There have been antitrust cases against the Du Ponts. I do not 
remember that anything came of 1 

Maybe nothing should have come val it. 

There have been antitrust cases against the chain stores. I do not 
know of anything that came of that. 

So far as I am concerned, I will not knowingly vote to turn over 
all these rubber company’s plants to any one company or combine of 
companies and say, “Well, in the first place, they are all public- 
spirited; and, in the second place, whatever is good for them is going 
to be good for the country; and, if they try to do anything else, the 
antitrust laws will be breathing down their neck.” 

Mr. Tracy. You are quite right, but you already have representa- 
tive groups that are now operating these plants and have been for 
10 years. It is not a new business; it has been pretty well established 
through these past years. 

Senator Rosrerrson. How many groups are operating them now? 

Mr. Tracy. There are 29 plants in the program, Senator. There 
are 8 or 9, actually 11, petroleum companies, about 26 rubber com- 
panies —large and small—and 3 chemical companies—all participating 
In operating these plants. 

Senator Ropertson. That makes for a healthy competitive situa- 
tion and we can point with pride to the fact that this experiment 
in the production of synthetic rubber, primarily as a war measure, has 
been a success. 

Mr. Tracy. We certainly agree. 
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Senator Ropertson. My problem is, How can we continue what was 
primarily fin: anced by the Government to success in the field of com- 
petitive private enterprise / 

We want private enterprise, but we want it competitive. 

Mr. Tracy. We fully expect it to be very competitive. 

I have given you several examples of that. 

Senator Ronertson. You have given us a number of oil companies 
and the chemical companies. They all have a part of this program. 
We want to see that continued, but we want to know how we can put 
this $600 million investment which is now probably down to $400 
million—I would not know exactly what, but it is not too big for 1 or 2 
to get together and swing—how we can protect the public interest a 
the people who are going to make tires and the people who are going 
to use all the rubber products that become items of necessity in the 
economic life from a monopolistic control, where, when raw rubber 
goes off the market, they can put on whatever price the customer will 
stand for. 

Senator Busn. Senator, do you not think the laws of the country— 
the Sherman Act and the Clayton Act—would take care of that? 

Senator Roserrson. No; they would not. 

Senator Busu. Do you think special laws should be set up? 

Senator Ronerrson. No; I think we should disperse these plants to 
ownership so that the man who gets one of them will be fighting for 
the business and the other one will be fighting for the business, and 
let that type of competition take care of the price to the consumer. 

Mr. Tracy. I think that is what the bill certainly anticipates, 
Senator. 

Senator Rozertson. Well, of course it does, but the Department of 
Justice said we neea to tighten it up some and I just wanted you to 
tell me what was in either bill that would be a reasonable guaranty 
to us when we pass it. , 

That the sale, when eventually made, would not result in 2 or 3 
vetting together and outwitting or intimidating some of the competi- 
tion and getting control. 

Mr. Tracy. I think I see the question. 

At one time in the discussions before the House Armed Services 
Committee, I believe one or more of the witnesses recommended that 
a peat & be set on the tonnage that any one company could pur- 
chase. He represented, let me say, the largest single unit in this 
industry 

Senator Rosertrson. Is that in either bill? 

Mr. Tracy. It is in the House bill, under merely a criterion where 
the disposal committee is charged with not disposing of it in such a 
way as to permit a dominating position to any one purchaser. 

Now I believe that is paragraph 2 of section 17, and to my knowl- 
edge, it is broad enough so that with a responsible, able commission, 
you would have no question at all if it is required to meet that con- 
qaition. 

Senator tom rtson. Would it be possible for the disposal agency 
to accept sealed bids? Would that help give you a picture of what 
the various interested parties were trying to do, and a better oppor- 
tunity to allocate the total tonnage? 

Mr. ‘Tracy. The tonnage is already distributed geographically. 
These plants are already in existence. Some plants are more favor- 
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ably situated, vis-a-vis supplies of raw materials and other items, but 
insofar as I know, any one plant in the entire program is available 
and can be purchased and operated with a minimum of economie dis- 
advantage, in relation, one to the other. 

Senator ROBERTSON. What would be w rong W ith sealed bids, so that 
the rubber company could bid on one that is near it that it would like 
to have. and someone else bid on one somewhere else ? 

Mr. Tracy. We think sealed bids are almost the best way to dlis- 
pose of a plant or a facility, to protect the taxpayer's interests. It 
leads to less difficulty in charges of collusion. If you have to bid 
and your bid has to be the best one at the time it is opened, if you 
really want the plant, you are not going to take any chance in letting 
the other fellow outbid you if you really want it. It is a good com- 
petitive program right there, to my way of thinking. 

Senator Roserrson. ‘~ is all. 

The CnarrMan. Well, U do not think anyone can quarrel with the 
able Senator, but I think maybe the problems he a to you 
are really the responsibility of this committee and the Congress, who 
pass the laws, to do these things. 

With respect to the antitrust laws, of course, I agree 100 percent 
with what the able Senator says, that during the past 20 years, the 
antitrust laws have completely broken down. That has been due, of 
course, to the administration and those running it, and not to the laws. 
want the able Senator to realize that we have now a new adminis- 
tration and I assure him that the next 20 years will be much more 
satisfactory than the last 20 years. 

Senator Rorertson. If the Repub lican Party adds antitrust laws 
to the rest of the mess they are going to clean up, it will take some 
20 years. 

The CuatrmMan. I think the condemnation of the able Senator is 
justified. I think it has been terrific and terrible, the way that the 
administration for the past 20 years has handled these things. I 
agree with him in every respect, but I assure him that it is going to be 
entirely different for the next 20 years. 

We have a new administration, and a new President, and we are 
going to correct the evils that he so ably propounds this morning. 

I want to say this about sealed bids: I want to call the able Senator’s 
attention to the sealed bids proposal that he just made—not that I am 
for it or against it; not that I want to disagree with the witness; he 
says he likes it; I can well understand why. 

If you go to the sealed bid proposal you might well end up with 
the thing you want to completely, 100 percent, avoid. That is that 
vou might end up with 1 concern or 2 concerns buying all 29 plants. 

I am not too certain now that the sealed bid is the answer. 

I do not say I am against it, but if what you are trying to do here 
is get these 29 plants into the hands of people who will operate the ss 
and have free and open competition, then I think you have to take 
look beyond the sealed bids because sealed bids mean just what it says. 
Whatever is in the bid, the highest price, that man would be entitled 
to get it, subject to other conditions that are placed upon the sealed 
bids. 

Mr. Tracy. The bill still requires further negotiation. 

The Cuamrman. I am not saying I am against sealed bids or that 
1am for them. 
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If you want to do what the able Senator from Virginia wants to 
do—and I want to do exactly what he wants to do and. I think every 
other member of the committee does—we might want to take a good 
look at sealed bids. 

Senator Roserrson. I do not want to create a potential monopoly 
and then say, “Well, we will depend on the antitrust laws to keep you 
in line.” 

Jefferson remembered the sayil g: “Power tends to corrupt, and 
absolute power corrupts absolute ‘ly.’ 

Senator Busu. That was Lord Acton. 

Senator Rorerrson. Yes. Jefferson said: “Let no more be heard 
of confidence in man, but bind him down from mischief by the chains 
of the Constitution.” 

I think every time we try to construe our Constitution as we have 
frequently in the Supreme Court, we take a dangerous step. 

I think the antitrust laws are good things to have on the statute 
books. But we construed it away—first we modified it with the La- 
Guardia amendment, through the labor organiaztions, and then the 
Court construed away the rest of it with regard to labor organiza- 
tions, and now the labor organizations do not have to worry about 
the antitrust laws. They can call a strike for any purpose they want, 
not only for the legitim: ite purposes of collective bargaining, but to 
control ‘produc tion and what else they want. 

I introduced a _ a few years ago to amend that, to make labor 
organizations amenable to the antitrust laws if they were conspiring. 
Not for purposes of working conditions, but ©. a manner that im- 
periled the health and safety of the Natic . I could not get any 
action, of course, partly because of the reasons that the Senator from 
Indiana has already indicated existed at that time in the predomi- 
nant legislative circles of Congress. 

It is a problem, though, that we have to consider and it is not an 
easy one. We want all the advice we can get on it. 

Senator Busn. Mr. Chairman, the Senator realizes that the At- 
torney General has to approve of this plan as not being one that would 
violate the antitrust laws. Thatisin the bill. 

The Cuarrman. In the Senate bill, of course, the Attorney General 
is 1 of the 3 members of the Board. 

Senator Ronertson. The Attorney General sent someone up here 
and said he did not want to be a member of the Board. He wants to 
be taken out. 

Senator Busu. I am talking about the plan for disposal. The plan 
for disposal has got to be, in the chia of the Attorney General, a 
plan which will not tend to create or maintain a situation inconsist- 
ent with antitrust laws. 

Senator Ronerrson. He said here: 

Our initial comments relate to section 9 (b) (1) which would establish a 
Rubber Plant Disposal Board consisting of the Secretary of the Treasury, the 
Attorney General, and the Administrator of General Services. 


He also says: 


It is the view of the Department of Justice that the Attorney General should 
not be a member of this Board 


If he should be a member of the Board, and they should sell it in a 
way that monopoly could be created, he would be in a mighty poor 
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position to prosecute that monopoly after he had been a party to the 


sale. 


I think he wants to be on the outside so if they do something wrong, 
he isnot embarrassed in any way when he proceeds against them. 

Mr. Tracy. Mr. Chairman, may I make one more comment ? 

The Cuatrman. Yes, Mr. Tracy. 

Mr. Tracy. One of the things that appeals to me about the Shafer 
bill is the requirement that the disposal plan be submited to the 
Congress before it was put into effect. 

I believe the Congress is the best guardian of the taxpayer that 
there is, and I am sure the Senator from Virginia would not vote 
for a disposal plan, if it violated the principles of free, competitive 
enterprise. 

The CHairMan. I am not certain that the record of the Congress 
over the past 20 years is as good as you would like to see it. 

Did you say it was the protector of the taxpayer? 

Mr. Tracy. The taxpayer’s interest, and I am t: ilking of the present 
Congress. 

The CuarrmMan. Thank you very much. 

You have been very helpful and we appreciate your testimony. 

Mr. Tracy. I appreciate the opportunity, sir. 

The CHaimman. Mr. Freedlander, the president of the Dayton 


Rubber Co. 


STATEMENT OF A. L. FREEDLANDER, PRESIDENT, THE DAYTON 
RUBBER CO. 


Mr. Freepianper. Lam A. L. Freedlander, president of the Dayton 
Rubber Co., of Dayton, Ohio, and also president of the Copolymer 
Corp., of Baton Rouge, La. 

The Copolymer Corp, consists of a group of the eight medium-sized 
tire companies who have been operating a Government-owned syn- 
thetic-rubber plant since 1943 at Baton Rouge, and who also for several 
vears has been the only rubber company making butadiene, the prin- 
cipal raw material of synthetic rubber, in an additional Government- 
owned facility adjacent to the synthetic-rubber plant. 

Senator Bricker. You are the only plant making butadiene at the 
present time ‘ 

Mr. Freepianper. The only rubber plant. 

We were the first, after considerable research, to put commercially 
in production in February 1948 the cold rubber synthetic rubber now 
used so universally. Cold rubber probably represents the greatest 
single achievement or advance in synthetic rubber since it inception. 

Today I am testifying for my own company, the Dayton Rubber 
Co., although before the House of Representatives Shafer committee, 
I spoke for both companies. We thought it would be best for those 
of the eight constituents who so desire to appear individually before 
you. I wish to add that my testimony for the Copolymer Corp. 
before the Shafer committee was completely concurred in by all eight 
constituents. 

Now as to S. 2047. Referring to section 2, which further amends 
rection 9 of the Rubber Act of 1948, the part under section 9 (b) (1) 
referring to the Disposal Board of three Government officials; our 
company believes that if it is agreed that the synthetic rubber plents 
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— | be turned over to’private operation, it would be best to remove 
the Government as comp slete ‘ly as possible, and therefore we are in 
favor of the Board members being chosen from outside the Govern- 
ment as recommended in H. R. 5728 and its definition of duties, and 
re porting b: ic k to tb ongress, 

At the same time again we wish to commend the excellent work 
which the Office of Synthetic Rubber has performed over the years 
while the synthetic-rubber industry has been in their control. Their 
report of March 1, 1953, on synthetic rubber wage disposal prepared 
by Mr. Yohalem and his assistants is a model of its kind. 

‘Under section 2 (c) (5) as to the amount to be i‘ posited, we believe 
the 1 percent with a maximum of $100,000 is satisfactory, provided a 
suitable criteria of technical competence is required of each bidder. 
If not, we tee the amount should be 10 percent and $250,000 
maximum for each facility. 

Under section 2 (d), we respectfully urge 15 years amortization 
instead of 10 years, in that for smaller companies such as ours the 
amount to be spent on the Government synthetic-rubber fac ay at 
Baton Rouge, La., including facilities for feed stocks, and so forth, 
on which we expect to bid as a member of the Copolymer Cor a fais 
very large financial obligations. In addition, substantial sums of 
money must be expended on the facilities after acquisition from the 
Government. These facilities do not even contain a steam plant. 
Therefore, even 15 years will be a difficult burden. 

Under section 2 (f) (1) we thing a good way to maintain a situation 
not ine onsiste nt with the antitrust laws would 1 be to limit the acquisi- 
tion of facilities of a given kind to a single bidder to a certain percent 
of the overall capacity. We propose that no one purchaser could 
purchase more than a certain percent, for example, butadiene or other 
raw material facilities, and likewise only a certain percent of the 
rubber-producing facilities. 

Section 2 (f) (2) we think is very good, which insures small rubber 
users other than facility purchasers a fair share of the end products of 
tha ‘a : facilities. If possible, we suggest mi: aking it even more specific. 

Since I testified at len eth before the Shafer committee, I believe it 
anaes s to repeat it here. However, as a smaller company I would 
like to point out some features that S. 2047 and H. R. 5728 could 
reasonably provide, in our opinion: 

We believe that technical competence is best proved by a successful 
prese nt plant operator. When the Dayton Rubber Co., as well as the 
other members of the Copolymer Corp., of Baton Rouge, La., signed 
its part of a $1 million guaranty which the Government in 1943 
demanded for performance at the time we took over the operation of 
the plant, such a guaranty was not required of the large rubber 
companies. 

At that time the contract clearly stated that in the event the Gov- 
ernment disposed of the facilities, we would be given 6 months to meet 
the highest bona fide bid on our facilities. 

Senator Ropertrson. Now just a minute on that point: 

Would it not be fairer to the Government, as well as in carrying 
out your plan to protect a competitive situation, if we required sealed 
bids from the present operation, as well as those who would like to 
supplant them, with a provision that if the sealed bid of the present 
operator was equal to the highest bid by someone else, then a sale would 
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be made to the operator. Rather than to let you sit back and see who 
bids below what you think it is worth and then you come in and top 
that by 50 cents ¢ 

Mr. Freeptanper. I think that would be penalizing the present 
operators ; \ hat you are suggest ing. 

Senator Roserrson. Well, the present operators have a mighty 
good idea of what a plant is worth to them. They probably have a 
better idea than somebody on the outside. If they know what they 

can make out of it, they know what they can invest to get that return 

and to protect the Government, rather than to say, “We'll have sealed 
bids, open bidding, an auction sale, and then let the operator come 
in when he finds what somebody else bid and top him a little bit.” 
That does not seem to me to be the best way for the Government to 
realize a maximum return on a $600 or $700 million investment. 

Mr. Freepianper. You have a Disposal Board, do you not, of three, 
which will make the final decision as to which plan you will go into? 

Senator Ronerrson. We want to give an incentive to the present 
operators to pay what the plant is worth. When I say, “We” I am 
speaking for the taxpayers. I am not a producer or a rubber man. 

Mr. FreepLAnper. Speaking for the Copolymer Corp., who oper- 
ates these facilities at Baton Rouge, we do not have any other thought 
but what the Government should get the highest price possible for 
the plant. 

Senator Rorerrson. What is the objection, then, to letting you 
make a sealed bid on what you are willing to pay for the plant and 
then, if that is equal to the highest bid from somebody else, you 
would get the plant ? 

Mr. Freeptanprer. Because we believe, as I will try to spell out 
here, a little later on, that the technical competence feature is very 
important, at least to the rubber industry, and that some measure 
should be taken to at least give a reasonable assurance, still giving 
the Government its fair price, that the rubber industry is properly 
protected, technical-wise. 

Senator Roperrson. I think that is important, but we do not have 
to subsidize in order to get it. I think we can get it without subsidiz- 
ing it in the plan that you suggest. 

The Cuarrman. Mr. Freelander, you state here: 

At the time the contract clearly stated that in the event the Government dis- 
poses of the facilities, we would be given 6 months to meet the highest bona fide 
bid on our facilities. 

Do you have a copy of that contract ? 

Mr. Freeptanper. No, I do not, but I will get it for you. 

The Cuamman. Will you please place a copy of that contract, or 
at least that portion of the contract that specifically states that, into 
the record at this point ? 

Mr. Freeptanpver. Yes, sir. 

The Cuarrman. That was written contract ? 

Mr. Freepianpver. Yes, sir. 

The Cuarrman. Did the Government make such a contract with 
other operators of other plants ? 

Mr. Freeptanper. I understand they did. 

The CHarrman. Was it a general provision in all contracts with 
the operators of the respective plants ? 
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Mr. Freeptanper. As far as I know, I believe it was pretty general. 
(The information requested follows :) 


COPOLYMER CORPORATION (SYNTHETIC RUBBER) PLANCOR 876 
AGREEMENT OF LEASE 


THis AGREEMENT made and entered into as of the 23d day of November 1942 
by and between Defense Plant Corporation (hereinafter referred to as “Defense 
Corporation”), a corporation created by Reconstruction Finance Corporation 
pursuant to Section 5d of the Reconstruction Finance Corporation Act, as 
amended, to aid the Government of the United States (hereinafter sometimes 
called the “Government”) in its National Defense Program, and Copolymer 
Corporation (hereinafter called “Lessee”), a corporation organized and doing 
business under the laws of the State of Louisiana ; 

WITNESSETH : 

WHeREAs the expansion of plant capacity within the United States for the 
production of synthetic rubber is important in the interest of the National 
Defense Program; and 

Wuereas Defense Corporation is now in the process of causing to be estab- 
lished a plant for the manufacture of synthetic rubber of the butadiene-styrene 
copolymer type, to be located at or near Baton Rouge, Louisiana, it being con- 
templated that such plan will be designed to have an estimated annual produc- 
tive capacity of approximately thirty thousand (30,000) long tons of such syn- 
thetic rubber; and 

WHEREAS it is proposed that Defense Corporation shall lease said plant, in- 
eluding the site, buildings, machinery and equipment (hereinafter sometimes 
called the “Plant’) to Lessee; and 

WHEREAS it is contemplated that the Lessee and Rubber Reserve Company, : 
corporation likewise created by Reconstruction Finance Corporation (herein- 
after called “Rubber Reserve), will, within six (6) months from the date hereof, 
enter into an agreement for the manufacture of synthetic rubber in said Plant; 

Now, THEREFORE, in consideration of the premises and the mutual covenants 
herein contained, it is agreed by and between the parties hereto as follows: 

One: Defense Corporation hereby agrees to lease, and does hereby lease, 
subject to termination or cancellation as hereinafter provided, the Plant to 
Lessee and Lessee agrees to lease, and does hereby lease the Plant from Defense 
Corporation for a term commencing with the date of completion thereof and its 
readiness for operation and ending on a date five years thereafter. Defense 
Corporation and Lessee each agrees, upon the written request of the other, to 
execute and deliver such additional instruments of Lease as may be necessary 
to carry out the provisions of this agreement. 

Two: The consideration of this lease is the sum of One Dollar ($1) per year, 
payable by Lessee to Defense Corporation on or before the first day of each year 
of the term hereof, and the mutual covenants herein contained. 

Turee: This lease shall terminate automatically upon the expiration, termina- 
tion, or cancellation of the proposed agreement for the operation of the Plant 
hetween Lessee and Rubber Reserve described in the preamble hereof and may 
be terminated by either party hereto upon written notice to the other in the 
event such proposed agreement is not entered into within six (6) months from 
the date of this Agreement of Lease. 

Four: In addition to the provisions for termination set forth in paragraph 
THREE hereof, Defense Corporation may, by notice in writing to Lessee, cancel 
this lease in the event (a) a receiver or trustee is appointed for Lessee or its 
property, or Lessee makes an assignment for the benefit of creditors, or Lessee 
becomes insolvent, or a petition is filed by or against Lessee pursuant to any of 
the provisions of the United States Bankruptey Act, as amended, for the purpose 
of adjudicating Lessee a bankrupt, or for the reorganization of Lessee, or for 
the purpose of effecting a composition or rearrangement with Lesseee’s creditors, 
and such receiver or trustee is not discharged or any such petition filed against 
Lessee is not dismissed within sixty (60) days; or (b) of any violation of any of 
the terms, conditions, or covenants of this lease by Lessee and the failure of 
Lessee to cure such violation within thirty (30) days from the giving of a 
writt notice thereof by Defense Corporation to Lessee. Upon the expiration, 
termination of cancellation of this lease Defense Corporation shall have the right 
to invoke any remedy permitted by law or in equity for the protection of its 
interests hereunder, and Lessee hereby expressly waives all rights which it may 
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have to redeem or to be served with any further notice of Defense Corporation’s 
intention to cancel or terminate this lease other than as herein provided, 

Five: Upon the expiration of the term of this lease provided in paragraph 
ONE hereof, or upon cancelation or termination as provided in paragraph THREE 
hereof, lessee shall have and is hereby granted, for a period of six (6) months 
after such expiration, cancelation or termination (hereinafter referred to as 
the “Negotiation Period”) the right to negotiate with Defense Corporation for the 
purchase or lease of the Plant, or any portion thereof, and upon the establish- 
ment by the Lessee and Defense Corporation of mutually satisfactory terms 
and conditions, Defense Corporation will sell or lease, as the case may be, the 
property covered thereby to Lessee. It is understood and agreed (without in 
any way limiting the provisions of paragraph SIX hereof) that Lessee shall 
have no rights under the provisions of this paragraph FIVE, in the event of 
the sale, lease or other disposition of the Plant by Defense Corporation, other 
than in the event of a transfer or conveyance to another branch of the Govern- 
ment, pursuant to paragraph SIXTEEN hereof. In the event of any sale to 
Lessee pursuant to the provisions of paragraphs FIVE or SIX hereof, transfer 
of title shall be made without any representations or warranties whatsoever 
on the part of Defense Corporation. It is understood that the provisions of this 
paragraph shall not be applicable in the event of a cancelation of this lease 
pursuant to the provisions of paragraph FOUR hereof, or in the event the pro- 
posed agreement between Lessee and Rubber Reserve for the operation of the 
Plant shall not have been entered into within six (6) months from the date of 
this Agreement or Lease, or in the event that after execution, such agreement 
between Lessee and Rubber Reserve shall be terminated or canceled because of 
a violation by Lessee of any of the provisions thereof. 

Srx: Defense Corporation agrees, to the extent that it lawfully may, that it 
will not during the term of this lease, and for a period of six (6) months there- 
after, sell or lease the Plant, or any part thereof, to any party or parties other 
than to another branch of the Government (in which event such sale shall be in 
all respects subject to paragraph SIXTEEN hereof) unless it shall first have 
offered the same for sale or lease to Lessee at a price or rental and upon terms 
and conditions equal to the best offer received by Defense Corporation, and 
Lessee shall have failed or refused to purchase or lease the same within thirty 
(30) days after Defense Corporation shall have made such offer to Lessee. It 
it understood that the provisions of this paragraph shall not be applicable in 
the event of a cancelation of this lease pursuant to the provisions of paragraph 
FOUR hereof, or in the event the proposed agreement between Lessee and Rubber 
Reserve for the operation of the Plant shall not have been entered into within 
six (6) months from the date of this Agreement of Lease, or in the event that 
after execution, such agreement between Lessee and Rubber Reserve shall be 
terminated or canceled because of a violation by Lessee of any of the provisions 
thereof. 

Seven: So long as this lease remain in full force and effect Lessee shall pro- 
cure and maintain at its cost insurance on the buildings and on the machinery 
and equipment covered by this lease against fire, windstorm, and such other 
hazards, in such companies and in such amounts as shall be satisfactory to or 
required by Defense Corporation. The policies evidencing such insurance shall 
be made payable to, and shall be delivered to, Defense Corporation. In the 
event of loss under any of the policies, the proceeds may, upon the written re- 
quest of Lessee promptly made and subject to approval of Defense Corporation, 
be used by Lessee for the repair, restoration or replacement of the property 
damaged or destroyed and, thereupon, to that end, Defense Corporation shall 
promptly make available to Lessee the insurance proceeds received by Defense 
Corporation. Any property acquired in replacement shall be the property of 
Defense Corporation and so identified and shall be subject to all the terms and 
provisions of this Lease. 

E1ent. Lessee agrees to save Defense Corporation harmless against any liabil- 
ity whatsoever because of accidents or injuries to persons or property occurring 
in the operation of the Plant or the use of the machinery and equipment by 
Lessee. Lessee also agrees that during the term of this lease, it will procure 
and maintain at its cost public liability insurance and property damage insurance 
in such amounts and with such companies as Defense Corporation shall approve 
or require. The policies evidencing such insurance shall name Defense Cor- 
poration as an assured, and shall be delivered to Defense Corporation. 
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NINE: Lessee shall use reasonable care in the use and operation of the Plant, 
including the site, buildings and the machinery and equipment covered by this 
Lease, and shall keep the same in good state of repair, ordinary wear and tear 
excepted (but shall not be liable for any loss thereof or damage thereto except 
that resulting from Lessee’s negligence or wilful misconduct) and upon the ex- 
piration, termination or concelation of this lease, Lessee shall forthwith yield 
and place Defense Corporation in peaceful possession of the Plant, including the 
site and buildings and all the machinery and equipment covered by this lease, 
free and clear of any liens and claims other than those resulting from claims 
against Defense Corporation. 

Ten: Lessee agrees to pay to the proper authority, when and as the same 
become due and payable, all taxes, assessments and similar charges, which 
at any time during the term of this lease may be taxed, assessed or imposed 
upon Defense Corporation or Lessee with respect to or upon the Plant, or any 
part thereof, or upon the occupier thereof or upon the use of the Plant, or any 
part thereof. Lessee also agrees to pay all claims or charges for or on account 
of water, light, heat, power and any other service or utility furnished to or 
with respect to the Plant, or any part thereof. 

ILEVEN: Lessee agrees, in the use and operation of the Plant, or any part 
thereof, to comply with and give all stipulations and representations required 
by all applicable Federal, state, municipal and local laws and the rules, orders, 
regulations and requirements of any departments and bureaus and all local 
ordinances, and regulations, provided that nothing herein contained shall be 
construed as preventing Lessee from contesting in good faith the validity thereof 
or whether it has complied therewith. Lessee further agrees to indemnity and 
hold Defense Corporation harmless from any liability or penalty which may 
be imposed by Federal, state or local authority or any department or bureau 
thereof by reason of any asserted violation by Lessee of such laws, rules, orders, 
ordinances, regulations or requirements. Notwithstanding the generality of 
the foregoing, Lessee agrees further that in the performance of this agree- 
ment, it will not discriminate against any worker because of race, creed, color 
or national origin 

Twetve: Lessee agrees that it will not, without the prior written consent 
of Defense Corporation, use such Plant for any purpose except for the manu- 
facture of synthetic rubber under the terms of its agreement with Rubber 
Reserve. 

THIRTEEN: So long as this lease remains in effect, and for a period of one 
(1) year thereafter, Lessee shall maintain and make available to Defense 
Corporation for audit and inspection, its records pertaining to the operations 
of the Plant. Defense Corporation shall have the right to inspect the Plant at 
all reasonable times during the continuance of this lease. 

FouRTEEN: Lessee will not without the prior written consent of Defense 
Corporation sell, assign, or pledge this lease or any of its rights or obligations 
hereunder or sublease or permit the use by others of any of the property covered 
by this lease. 

FirvEEN: The failure of Defense Corporation to insist, in any one or more 
instances, upon performance of any of the terms, covenants or conditions of 
this agreement shall not be construed as a waiver or a relinquishment of the 
future performance of any such term, covenant or condition, but Lessee’s obli- 
gation with respect to such future performance shall continue in full force and 
effect. 

SIXTEEN : It is contemplated that the Plant may be transferred and conveyed 
to another branch of the Government and upon such transfer, such branch of 
the Government shall suceed to all the rights, powers, privileges, discretion 
and obligations of Defense Corporation hereunder. In the event of such trans- 
fer, Defense Corporation shall cease to have any rights, duties or obligations 
hereunder. Any transfer by Defense Corporation of the leased property shall 
be subject to the rights of Lessee under this Agreement of Lease. 

SEVENTEEN : All notices of every nature to be given pursuant to this Agreement 
of Lease may be addressed, if to Defense Corporation, to “Defense Plant Corpora- 
tion, 811 Vermont Avenue, NW., Washington, D. C.,” or, if to Lessee, to “Copoly- 
mer Corporation, c/o Harry H. Kahn, 160 North LaSalle Street, Chicago, Illinois,” 
or, as to either party, addressed as may from time to time be otherwise directed 
in advance by such party. Any notice shall be deemed to have been duly given 
if and when enclosed in a properly sealed enveloped or wrapper, addressed as 
aforesaid, registered and deposited, postage and registry fee prepaid, in a post 
office regularly maintained by the United States Government. 
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EIGHTEEN : No member of or Delegate to the Congress of the United States of 
America shall be admitted to any share or part of this agreement or to any 
benefit arising therefrom. 

IN WITNESS WIIEREOF, the parties hereto have caused their corporate seals to 
be hereunto affixed and these presents to be signed by their duly authorized 
officers, as of the day and year first above written. 

[SEAL] DEFENSE PLANT CORPORATION 

By (Signed) Hans A. KLAGSBRUNN, 
Vice President. 

Attest: 

(Signed) Leo NIELSON, 
Secretary. 
WITNESSES: 
(Signed) Sam B. NewMan., 
(Signed) JEAN K. Swivzer. 
CoPOLY MER CORPORATION, 
By (Signed) A. L. FREEDLANDER, 
President. 

Attest: 

ned) F. M. Jupson, 
Secretary. 
WITNESSES: 
(Signed) C. M. Hu ings. 
(Signed) Harry H. Wo tr. 


District OF COLUMBIA, 88: 





Personally before me, the undersigned authority, a Notary Public in and for 
the District of Columbia, there came and appeared Jean R. Switzer, a subscribing 
7 witness to the foregoing document, well known to me, Notary, who being first 
duly sworn, did depose and say: 

’ ‘Lhat she knows Hans A, Klagsbrunn & Leo Nielson, the individuals described in 
and who executed the foregoing document; that she was present and saw said 
Hans A. Klagsbrunn & Leo Nielson execute the same, and that she thereupon, 
at the same time, subscribed her name as witness thereto. 


ae 


(Signed) Jean R. SwirZer, 
Affiant. 
Sworn to and subscribed before me, this 5th day of December 1942. 
[SEAL] (Signed) THomas S. Ke try 3d, 
s Notary Public, D.C. 
" My commission expires Sept. 1, 1946. 
; STATE OF ILLINOIS, 
a County of Cook, ss: 
Personally before me, the undersigned authority, a Notary Public in and for 
the County of Cook, State of Illinois, there came and appeared C. M. Hulings and 
Harry H. Wolf, a subscribing witness to the foregoing document, well known to 
me, Notary, who being first duly sworn, did depose and say: . 
That he knows A, L. Freedlander & F. M. Judson, the individuals described in 
and who executed the foregoing document; that he was present and saw said 
A. L. Freedlander & F. M. Judson execute the same, and that he thereupon, at 
’ : the same time, subscribed his name as witness thereto. 


(Signed) Harry H. Wo tr, 
(Signed) C. M,. Huvtinags, 
Affiant. 
Sworn to and subscribed before me, this 25th day of November 1942. 
[SEAL] (Signed) Joun A. Grar, 


Notary Public, Cook County, IU. 
My commission expires Nov. 12, 1946. 


In consideration of the execution by Defense Plant Corporation of the fore- 
going Agreement of Lease, each of the undersigned corporations (bereinafter 
called “Guarantor”) hereby guarantees to Defense Plant Corporation the full 
observance and performance by Copolymer Corporation (hereinafter called 
“‘Lessee”) of any and all duties, covenants and obligations of Lessee under said 
Agreement of Lease; provided, however, that the total monetary liability of each 
Guarantor shall not exceed an amount equal to the price which each Guarantor 
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has agreed to pay for the capital stock of Lessee subscribed for by such Guarantor 
under the terms of a certain subscription agreement dated the 23rd day of No- 
vember 1942, entered into by each Guarantor and accepted by Lessee (a copy of 
Which Subscription Agreement is attached to and made a part of a certain Guar- 
anty Agreement, dated November 23, 1942, executed by each Guarantor in connec- 
tion with the contract entered into between Lessee and Rubber Reserve Company 
for the manufacture of synthetic rubber in the Plant), and not actually paid for 
in full by such Guarantor, less an amount equal to any sum or sums of money 
Which such Guarantor may have actually paid or may have become legally 
liable to pay in damages under a judgment duly rendered in favor of Rubber 
Reserve Company under said Guaranty Agreement, provided, further, that any 
action brought by Defense Plant Corporation against any Guarantor to enforce 
this guaranty shall also be simultaneously brought and prosecuted against each 
and every other Guarantor. 

Each Guarantor hereby irrevocably appoints the corporate secretary of each 
and every other Guarantor to be its agent for the purpose of accepting service 
of any writ, summons or legal process in any cause of action brought by Defense 
Plant Corporation under this guaranty, and it shall be the duty of each Guarantor 
and each Guarantor agrees, promptly to notify each and every other Guarantor 
of the service upon its corporate secretary of any such writ, summons or legal 
process. In consideration of such appointment, Defense Plant Corporation 
agrees that, in the event it causes service of any writ, summons or legal process 
in any cause of action upon this guaranty to be made upon any one or more of 


the Guarantors it will, by registered mail, at the same time, notify each and 


every other Guarantor of the fact of such service. Such notice to any of the 
Guarantors to be addressed to them, respectively, as follows: Dayton Rubber 
Manufacturing Company, Dayton, Ohio, Attention: Comptroller; Pennsylvania 
Rubber Company, Jeannette, Pennsylvania, Attention: Treasurer; Sears, Roe- 
buck and Co., Homan & Arthington Streets, Chicago, Illinois, Attention: Comp- 
troller; Armstrong Rubber Company, West Haven, Connecticut, Attention: 
Treasurer; Gates Rubber Company, 999 South Broadway, Denver, Colorado, 
Attention: Treasurer; Mansfield Tire & Rubber Co., 515 Newman Avenue, 
Mansfield, Ohio, Attention: President; Lake Shore Tire & Rubber Co., 24th & 
Scott Streets, Des Moines, Iowa, Attention: Treasurer. 


Copolymer Corporation (Synthetic Rubber) 


The term of this Guaranty Agreement shall he coextensive with, and limited 
to, the term of the Agreement of Lease, provided that any cause of action ac- 
cruing to or any rights, duties, or obligations arising in favor of, Defense Cor- 
poration during or with respect to the term of such Agreement of Lease may be 
enforced at any time within the period of the applicable statute or statutes of 
limitation 

IN WITNESS WHEREOF, each Guarantor has caused this guaranty to be executed 
by its officers, duly authorized so to do, and its corporate seal to be hereunto 


affixed, duly attested by its officers, as of the 25rd day of November 1942. 
[SEAL] DAYTON RuBBER MANUFACTURING COMPANY, 


By (Signed) A. L. PFREEDLANDER, President. 
Attest: 
(Signed) E. F. Rioee, 
Assistant Secretary. 
WITNESSES: 
(Signed) C. M. HuLines. 
(Signed) Harry H. Wo Lr. 
[SEAL] PENNSYLVANIA RUBBER COMPANY, 
By (Signed) Howarp W. JorpDAan, President. 
Attest: 
(Signed) C. M. DuPvy, Secretary. 
WITNESSES: 
(Signed) C. M. HuLines. 
(Signed) Harry H. Wo Lr. ' 
[SEAL] Sears, ROEBUCK AND Co., 
(Initialed) C. E. H., 
sy (Signed) A. S. Barrows, President. 
Attest: 
(Signed) C. E. Hum, Secretary. 
(Signed) C. M. HuLines. 
(Signed) Harry H. WoLr. 
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WITNESSES: 
[SEAL ] GATES RuBBER COMPANY, 
By (Signed) C. W. Yeutm, Vice President. 
Attest: 
(Signed) Joun G. Gates, Secretary. 
WITNESSES: 
(Signed) C. M. HuLinas. 
(Signed) Harry H. WotLrF. 
[SEAL } MANSFIELD Trre & Ruprer Co., 
By (Signed) G. W. STEPHENS, President. 
Attest: 
(Signed) Cart L. WILLSEY, Assistant Secretary. 
WITNESSES : 
(Signed) C. M. HuLtnas. 
(Signed) Harry H. WoLr. 
[SEAL | LAKE SHORE TrrRE & RUBBER Co., 
By (Signed) M. H. Ciark, Vice President. 
Attest: 
(Signed) M. G. Laury, Secretary. 
WITNESSES: 
(Signed) C. M. HuLines. 
(Signed) Harry H. WoLr. 
[SEAL] ARMSTRONG RUBBER COMPANY, 
By (Signed) James A. WALSH, President. 
Attest: 
(Signed) FREDERICK MACKLEN, Secretary. 
WITNESSES : 
(Signed) C. M. HuLinas. 
(Signed) Harry H. WOoLtr. 


STATE OF ILLINOIS, 
County of Cook, ss: 

Personally before me, the undersigned authority, a Notary Public in and 
for the County of Cook, State of Illinois, there came and appeared O. M. Hulings, 
a subscribing witness to the foregoing document, well known to me, Notary, 
who being first duly sworn, did depose and say: 

That he knows All of, the individuals described in and who executed the fore- 
going document; that he was present and saw said individuals execute the same, 
and that he thereupon, at the same time, subscribed his name as witness thereto. 

(Signed) O.M., HuLinGs, Affiant. 

Sworn to and subscribed before me, this 25th day of November, 1942. 

[sEaAL] (Signed) JoHN A. Grar, 

Notary Public, Cook County, IU. 
My commission expires: Noy, 12, 1946, 


STATE OF ILLINOIS, 
County of Cook, ss: 

Personally before me, the undersigned authority, a Notary Public in and for 
the County of Cook, State of Illinois, there came and appeared Harry H. Wolf, 
a subscribing witness to the foregoing document, well known to me, Notary, who 
being first duly sworn, did depose and say: 

That he knows All of, the individuals described in and who executed the fore- 
going document, that he was present and saw said individuals execute the same, 
and that he thereupon, at the same time, subscribed his name as witness thereto, 

(Signed) Harry H,. Wotr, Affiant, 

Sworn to ande subscribed before me, this 25th day of November 1942. 

[seat] (Signed) JoHN A. GRAF, 

Notary Public, Cook County, IU. 
My commission expires Noy, 12, 1946, 


RESOLUTION 


Reso.vep, That the President, Executive Vice President, or Vice President of 
this Corporation be and hereby is authorized and directed to execute in the name 
and on behalf of this Corporation an Agreement of Lease (hereinafter referred 
to as the “Agreement”’) dated November 23, 1942 (VPlancor 876) between this 
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Corporation and COPOLYMER CORPORATION, CHICAGO, ILLLINOIS, a cor- 
poration organized and doing business under the laws of the State of Louisiana, 
providing, among other things, for the leasing, commencing with the date of com- 
pletion, of a plant now in the process of being established at or near Baton 
Rouge, Louisiana, for the production of synthetic rubber, and that the Secretary 
or an Assistant Secretary of this Corporation be and hereby is authorized and 
directed to aflix the seal of this Corporation to said Agreement and to attest the 
same, such Agreement, designated DPC Minute Document Number 1829, being 
incorporated herein by reference to the same extent as if set forth herein. 

The foregoing resolution was duly adopted by the Board of Directors of Defense 
Plant Corporation on the 4th day of December 1942, 


NA. 
Secretary, Defense Plant Corporation, Plancor 876. 





Senator Roserrson. That originated through an amendment by 
Congressman Bland, of Virginia, in order that the former owners of 
the Chamberlain Hotel might get it back. It was put in to take care 
of hotels the Government had bought and used for recreational facili- 
ties and other war purposes. There was not much market, when they 
were to be returned to private ownership, for some of them. 

So these hotel owners wanted to see what was the highest bid that 
somebody speculating and wanting a big profit would offer, and then 
he would have 6 months to top it. 

In that way, the Government lost hundreds of millions of dollars 
on the disposal of pub lie property and this just went into that same 

general pattern and in my opinion, was thoroughly unsound from the 
tandpotni of protecting the interests of the taxpayers. 

The Crarrman. I doubt that there was any connection between 
the Chamberlain Hotel and this. 

Senator Ronerrson. The Chamberlain Hotel was never mentioned, 
but ~~ was put in as an amendment to the Surplus Property Act 


and it gradu: lly extended to everything the Government disposed of. 
I do ae claim that isa good thing to be done. 
The Cnamman. Does anyone in the room have any knowledge of 


whet “te or not such a provision was general in all the contracts made 
with the operators of these respective plants? 

Mr. Youatem, As I understand it, that was a general provision and 
it was taken out of all the contracts in 1948, I be lieve. 

The CHatrman. But it was a general provision in the contracts in 
1945, or 1944? 

Mr. Youatem. That is right. 

The CuarrMan. But in later contracts, it was eliminated ? 

Mr. Yonarem. That was a deliberate policy decision and of course, 
the operating companies are parties to those contracts. 

The CHatrMan. It was put in in the early forties and taken out of 
all contracts in 1948, did you say ? 

Mr. Youatem. I know it was in at that time and was taken out with 
regards to renewals. 

The Cuarrman. Was that true in your company ? 

Mr. FREEDLANDER. It was put in in 1943 and taken out in 1948. 

The Cuatrman. With your consent ? 

Mr. Freepianpver. Yes, sir. It would have to be. 

The Cuatmman. I see no need for putting it in the record then 
unless you care to do so. I was not under the impression that it was no 
longer a part and parcel of your contract. I was wondering how we 
could avoid doing exactly what the contract called on the Government 
to do. 
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You say it was taken out in 1948 so I think we have no further 
interest in it. 

Senator Roserrson. This comment by the representative of RFC 
causes me to make this unanimous-consent request: That when we 
finish our hearings, we call on the RFC, which knows more about the 
operation of these plants than any other one agency, and is objective 
in its approach, to analyze all of this testimony for us and offer sug- 
gestions as to how we can improve whichever bill we want to act on 
in line with what we want to promote. I am sure the objective of this 
committee will be to dispose of these plants for the best interests of all 
the people of the Nation. 

The Cnatrman. Well, Mr. Yohalem testified yesterday, as did the 
head of RFC, and we arr: anged then for them to come back for later 
testimony. 

Senator Ropertson. I want them to be specifically charged with an 
analysis of all testimony, to give us a summary as our official advisers. 

The Cnarrman. I have no objections to that, at all. They will do 
that anyway, but I have no objection. 

Senator Ropertson. Carry that word to Mr. Cravens, then, that it is 
the wish of this committee that you analyze all this testimony and 
give us a summary of your views. 

Mr. Youarem. I am sure Mr. Cravens will comply with the com- 
mittee’s wishes. 

The Cuamrman. He asked for permission to do that yesterday. 

Senator Roperrson. As you know, Mr. Chairman, there is so much 
business going on in the Senate, I am on appropriations all the time, 
I cannot really study what is involved here. I really need the advice. 

The CuarrmMan. I know. We are all trying to get the facts and 
we want this legislation to be just as perfect as it 1s possible for it to 
be and to protect the people and to do the job. 

We are anxious to hear from eve rybody, and I do not think anybody 
has any pride in authorship. We hope to end up here with the proper 
language that will do the job regardless of who is the author of the 
language. 

You may proceed, Mr. Freedlander 

Mr. FreeptANpEerR. That clause was in effect from 1943 to 1948 when 
it was canceled by the Government when new contracts were written. 
My point is such a clause was considered fair and proper by the Gov- 
ernment for many years 

We still believe it is fair and ur ve that plant operators be given an 
opportunity to meet the highest bona fide bid. In that way the rubber 
industry will be assured of the necessary qualities of its basie raw 
material and all the experience that has helpe “| to make the synthetic- 
rubber industry so successful. 

It is based on this very satisfactory result that the rubber industry 
is willing to take over all the risks that are involved with private 
ownership. It seems to us unnecessary that the risks should be in- 
creus ed by possib le success ful bide le TS whos se tec ‘hnie al compe tence has 
not been proved by operating experience. 

Germany went through such an experience with its synthetie rubber 
and consequently we are far ahead of them in the quality and process- 
ing chs aracteristics in the ru ibber product manufacturi ing plant. 

Germany had the chemical industry produce the rubber and then 
ordered the rubber industry to use it. Consequently it was so tough 
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it broke machinery and used too much power to process, and the 
quality was not good by our standards. The rubber industry in this 
country wisely controlled the synthetic-rubber specifications. 

Another point which neither bill provides is cross licensing under 
suitable royalties. We believe that at least for a period of 10 years 
in private operation that all companies be permitted to share in syn- 
hetic-rubber developments. 

From a national-security standpoint we believe it would insure in 
case of emergency all plants being ready to produce the very best 
possible synthetic ‘Tub ber produc ts. For the smaller companies who 
do not have the advantage of the large research laboratories of the 
b o 6 omg it olives a tair o p pol rtunity ; also it is conceivable th: at 
the smalle one might make valuable discoveries. 

It h: ippene «1 in “cold rubber” and other synthetic rubber develop- 
ments where sm: iH er companies were the first successful m: mute wcturers 

and other companies were given the required “know-how.’ 

i iethenners, substanti: lly over $50 million has been spent in syn- 
thetic-rubber research, which, in our judgment, can best be utilized 
by cross-licensing. The large companie s have benefited by this re- 
search also, and will continue to do so in private operation possibly 
more than the smaller rubber companies. If obligatory cross-lcensing 
does not prove feasible, then we respectfully suggest that each bidder 
be aske d as to whether he agrees to cross-lice nsing. 

On this particular point, speaking for all the eight constituents of 
the Copolymer Corp., including our own company, we should be glad 
to enter into cross-licensing, and as stated, we expect to bid on our 
facilities. 

In addition, we recommend faster tax amortization on at least the 
additional new facilities needed for mode rnization and expanded, 
eflicient operation, and procuring feed stocks to make butadiene, and 
so forth. More butadiene facilities will be needed, we believe, to 
satisfy the future synthetic-rubber consumption demands. 

We wish to commend the authors of S. 2047 and H. R. 5728 for 
presenting bills that contain so many good features and their having 
confidence in the rubber industry and, we hope, agreeing that the 
synthetic rubber industry will go further in private industry, notwith- 
standing the splendid Government record. 

On behalf of our company, we express our thanks for the privilege 
of testifying on this important legislation. 

The Cuarrman. Are there any questions, gentlemen ? 

Senator Bennerr. In your statement, you urge a longer period of 
amortization instead of a shorter period ? 

Mr. Freeptanper. Yes, sir. 

Senator Bennerr. I have not been able to locate the particular 
section in the bill. Does it require complete amortization now in 10 
years ¢ 

Mr. Freepianper. Yes, sir. 

Senator Bennett. That surprises me a little. 

The Cuatrman. You are talking about term of payment for the 
plants. Not amortization for depreciation purposes? 

Senator Bennett. It was the use of the word “amortization” that 
bothered me. I could not understand why they would force you to 
a limited term. 
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The Cuarrman. He is talking about 15 years to pay, rather than 10. 

Senator Bennett. Then I understand the statement. 

The Cuatrman. Thank you very much, Mr. Freedlander. 

I have no questions. I think your statement speaks for itself. 

We appreciate very much your testimony. Thank you, sir. 

Our next witness will be Mr. Charles F. Johnson, president of the 
Endicott Johnson Corp. He wants to testify at this time that he 
might get away. 

Mr. Johnson, you may proceed in your own way. 


STATEMENT OF CHARLES F. JOHNSON, PRESIDENT, ENDICOTT 
JOHNSON CORP. 


Mr. Jounson. I wanted to make perfectly clear that I am not a 
rubber expert. Neither am I a chemical engineer. Neither am I a 
college-trained man. I went to work when I was 17 years old, in 
the shoe business. I have been there 48 years, so you can figure it up 
and get my age. 

The reason I mention this is that if you folks know anything about 
the shoe business, you know it is one of the toughest competitive 
businesses that we have in America. It is a dog-eat-dog, survival of 
the fittest sort of industry and, if there is any industry that fits into 
what we call, American free competition, certainly that exists in the 
shoe industry. 

Let me just explain that if all the shoe factories in the United States 
could keep operating at full production, 40 hours a week, they would 
produce about 650 million pairs of shoes, whereas the consumption 
in our country, and what small foreign consumption we get, is only 
about 500 million pairs a year. 

Senator Brickrr. What sort of rubber do you use? 

Mr. Jounson. We use rubber soles and heels and we use GR-S. 

Senator Bricker. Do you process it yourself or does it come al- 
ready processed ? 

Mr. Jonnson. We buy it from the copolymer plant. 

I guess the only reason for asking for this privilege to talk is, when 
you compare the shoe industry with the petroleum and the chemical 
and the rubber-tire industry, we poor shoe manufactures live in an 
entirely different world. 

If we can make 114 percent profit in the shoe industry after paying 
our profit and after giving our workers a bonus at the e nd of the year 
which we feel they have earned, if we make 114 percent on sales, that 
is good for the shoe industry and we are perfectly happy with it. 

Senator Bricker. How many tons of rubber do you use in the shoe 
business ? 

Mr. Jounson. Synthetic? 

Senator Bricker. Yes. 

In the whole shoe industry of the country. I see you represent 
your several companies. That is not the total field, of course, but 
do you have the figures on the amount of synthetic rubber you use 
for shoes? 

Mr. Jonnson. I have the figures on our company. 

Senator Bricker. Make a guess. 

Mr. Jounson. I would say about 45,000 long tons. 
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Senator Bricker. Then you think this minmium of 400,000 tons is 
not high enough to take care of the country’s needs 4 

Mr. Jounson. Absolutely no. 

Senator Bricker. You asked for 648,000 long tons? 

Mr. Jounson. 650,000 long tons, and I will bring that out in my 
presentation. 

Senator Bricker. Out of that you would use 40,000 tons! 

Mr. Jounson. That is the shoe industry, requiring rubber soles and 
heels; yes, sir. 

Senator Bricker. Does any of that go into the making of overshoes 
or rubber shoes ¢ 

Mi JOHNSON. No Ss} nthetic rubber used for that. Only rubber soles 
and heels. 

Senator Bricker. You use natural rubber to mi ike overshoes ? 

Mr. Jonnson. That isright. During the war there was not a pound 
available for that industry. 

Senator Bricker. Thank you very much. 

Mr. Jonnson. Thank you, gentlemen. I will proceed with my 
presentation. 

Mr. Chairman and gentlemen of the committee, my name is Charles 

Johnson. Iam president of FE ndicott Johnson Corp., and I appear 
he re before your committee to present the views of a group of com- 
panies on syn ithetic-rubber legislation. 

— ndividual companies which I represent today are the American 
Biltrite Rubber Co., of Chelsea, Mass.; the Cooper Tire & Rubber Co., 
of Find lay, Ohio: the Endicott Johnson Corp., of Endicott, N. Y.; 
the Johnson Rubber Co.. of Middlefield, Ohio: and the Wooster 
Rubber .. of Wooster. ( Yhio 

I pel onally appreciate , as do also the companies I represent, the 
opportunity of bringing our views to the attention of this committee. 

We presented a detailed statement on disposal of Government- 
owned synthetic-rubber-producing facilities before Subcommittee 
No. 1 of the House Armed Services Committee on June 8. with par- 
ticular reference to H. R. 5425. 

We would like to submit this same statement for consideration by 
your committee and add a few further comments, particularly as they 
relate to S. 2047. as well as emphasize severa! of the principal points 
of our previous statement. 

Senator Bricker. Just one question. 

You mentioned these companies that you represent. 

Those are rubber companies, with the exception of your company, 
making synthetic soles and heels; is that right ? 

Mr. Jounson. No. The American Biltrite Rubber Co. and Endi- 
cott Johnson Corp. make rubber soles and heels. The Cooper Tire & 
Rubber Co. make tires and mechanical goods. 

The Johnson Rubber Co. make mechanical goods entirely and the 
Wooster Rubber Co. makes household rubber goods. ; 

Senator Bricker. I knew about Wooster and Findlay. but I did not 
know whether they made any soles or not. , 

Mr. JOHNSON. No. sir. As far as I know. they do not. 

Senator Bricker. Then you have a cross section of the industry 
here re ally, do you not? F 

Mr. Jounson. What we had in mind; this group that I represent 
are very much interested in getting a copolymer plant. These are all 
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small users, even though our company might be considered a large 
company in the manufacture of shoes. In the manufacture of rubber 
soles and heels we are considered a small user. 

Senator Bricker. As the total use of rubber goes ? 

Mr. JOHNSON. Bear in mind, there are 700 different concerns that 
are dependent upon synthetic rubber for their production—700. Out 
of Gx at 700, just bear in mind that about 5 concerns use 67 percent of 
all the sy nthetic rubber. 

Senator Bricker. That is the tire business? 

Mr, Jomnson. That is the tire business. Naturally, we small users 
of rubber are just scared stiff that you fellows down here in Washing- 
ton will not protect our interests, and make this free competition in 
America work, 

Senator Bricker. We are trying our best. 

The CuairmMan. We are going to try to write into the law, of 
course, that protection that you are entitled to. If the two bills at 
the moment, the House and Senate bill do not do it, we want to do it. 

I think those who are interested in buying these plants are perfectly 
willing and anxious that the plants be sold on the basis that everybody 
be assured of his equitable sana. if and when he needs it in the 
future. 

Senator Bricker. If it does ~ happen that way, there would be 
great criticism of the C ongress, | yy those who sell and those who buy 
as well. 

Mr. Jounson. It would put a lot of companies out of business, too. 

The Cu \IRMAN, We are not going to intentionally do that 

Senator Leuman. Mr. Johnson, you and these other eor npanies, of 
course, have used a great deal of synthetic rubber. 

Have you been discriminated against in getting synthetic rubber 
from governmental channels? 

Mr. Jounson. No, sir. Under Government regulation, the dis- 
tribution of synthetic rubber has been excellent. There has been ab- 
solutely no favoritism or partiality shown. The Government has 
done a splendid job in the distribution. Also I will Say that they 
have saved the taxpayers in our country billions of dollars by build- 
ing these synthetic-rubber plants, through necessity, which they had 
to do. When you take into consideration the fact that our country 
was at the mercy of crude rubber—at one time it went up to $1.25 a 
pound. Just imagine that: $1.25 a pound for crude rubber that 
probably cost, where it was produced, less than 15 cents a pound. 

Then, following World War II, even when we had our synthetic- 
rubber plants in operation, crude rubber went up to as high as 80 
cents a pound. Our country was right at the mercy of some of our 
good, foreign friends. 

Senator Bricker. Synthetic rubber is more desirable for your pur- 
poses than natural rubber ? 

Mr. Jounson. There are certain types of sole that have been de- 
veloped recently that just have to have synthetic rubber. I refer 
to these nice casual shoes. Probably you have a pair on, Senator, 
called cushion-crepe. If you have not a pair, you ought to buy a pair. 

Senator Bricker. What store in Columbus, Ohio, sells them? 

Mr. JoHnson. All you have to do is look up an Endicott-Johnson 
store, but every retailer in the country sells cushion-crepe soles and 
the fellows in this room that are wearing them know they are wonder- 
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ful. They are the best thing that has ever been developed for sum- 
mer wear. 

Senator Bricker. I will have to look them up. 

Mr. Jounson. We have to have synthetic rubber. 

Now we should like to briefly reemphasize some of the points 
brought out in the June 8 statement. 

(a) The plan for disposal should avoid complete dominance of 
control by any particular group. 

(6) The disposal plan should provide for bringing in fabricators 
outside of the transportation field so that thousands of other end 
uses for synthetic rubber, including many applications for the mili- 
tary services, will not be neglected. Many such fabricators possess 
both the financial and technical assets necessary for the successful 
operation of the copolymer installations. 

(c) The disposal plan should guarantee the country of an adequate 
supply of synthetic rubber. The minimum quantity of 400,000 tons 
of general-purpose rubber specified in S. 2047 is far too low to satisfy 
the countrys’ synthetic-rubber needs. We should like to point out that 
consumption of general purpose synthetic rubber during 1952 totaled 
648,000 long tons, and that the four major rubber companies consumed 
over 400,000 long tons of this amount. Unless Congress assures a 
supply of synthetic rubber of above 650,000 long tons per year, many 
small rubber fabricators could be forced out of business. This legis- 
lation should provide for the sale of a minimum of 650,000 long tons 
per year and if this objective is not reached, none of the plants should 
be sold. 

That makes a pretty strong statement, gentlemen, but that is what 
we honestly believe. 

(d) T he disposal plan should assure a nonpurchaser of a copolymer 
plant of receiving a fair share of the future synthetic-rubber supply 
at a fair price. 

We would also like to bring out again a fundamental disposal 
problem that seems to have been overlooked. Disposal is essentially 
a two-p hase problem. One phase is concerned with the feed stock 
or butadiene facilities and the other deals with the copolymer or 
synthetic-rubber facilities. This legislation is trying to achieve the 
disposal of both types of plants at the same time—a most difficult and 
complex problem. 

We firmly believe that simultaneous es ape il of these plants without 
creating c oo economic dislocations can only be achieved by assur- 
ing in the butadiene plant sales contracts that for a period of at least 
10 years, an amount of butadiene equivalent to the total current 
capacity of butadiene facilities disposed of will be made available 
on an equitable basis to the copolymer installations disposed of under 
this act; that each copolymer installation will be entitled to its pro 
rata share of such petroleum butadiene supply; and that the pro rata 
share of each copolymer plant shall be based on the ratio of its cur- 
rent capacity to the total current capacity of all of the copolymer 
plants disposed of under this act. 

The reason for this requirement is quite clear. There is just not 
enough petroleum butadiene to supply the needs of all of the copoly- 
mer plants. Alcohol butadiene is too costly. This limited supply of 
petroleum butadiene should be peiniaaie to all purchasers of copoly- 
mer plants on an equitable basi 
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It is the only way to assure the operation of all of the copolymer 
plants disposed of under legislation. And it is one of the best ways 
of providing an incentive for new prospective purchasers. 

At the start, this may mean that no copolymer plant may be able 
to run at full 100 percent capacity. But it will also mean that all a 
the copolymer plants will be on an equal basis at the start as far a 
butadiene niietes are concerned. 

Let us be frank about this problem. We want to be a purchaser 
of a copolymer plant, and the chances are that if we are successful, 
we may have to buy one of the least desirable copolymer units and 
one that may have enough economic handicaps without the added dis- 
advantage of having little, if any feed stock. 

And this can apply to other new prospective purchasers as well. 
We urgently ask you gentlemen to incorporate such a provision into 
the law. We believe it to be an essential element in the equitable and 
just disposal of these facilities. 

Senator Dovenas. Mr. Johnson, why do you say that? Why do you 
think you are going to be low man on the totem pole? 

Mr. Jounson. Well, I will tell you: Suppose the oil industry, sup- 
»0se the chemical industry, suppose the rubber-tire industry, these 
aa companies that have unlimited re does a million 
dollars, or $10 million, or $15 million, or perhaps $100 million, mean 
to those big companies? 

They have a very profitable business. They think in terms of 15 to 
25 percent profit on their sales. In the shoe business, 114 percent is 
a good profit. 

‘In my opinion, there is going to be such a demand for these facili- 
ties that unless Congress protects and takes into consideration small 
users of synthetic rubber, and having in mind that all the mechanical 
goods, all the little things that have been developed that are made 
out of synthetic rubber, if the interests of these littie fellows is not 
protected, it will put a lot of them out of business. 

It would not put Endicott Johnson out of business, but it will 
certainly put a crimp in our production of rubber soles and heels. 

We are not claiming monopoly with regard to anybody, but use 
your own judgment—the chemical industry, the petroleum industry 
the automobile tire industry—look at their state ments. What do those 
statements show at the end of the year, profitwise after taxes? 

What do little shoe manufacturers show? About one-third of all 
the shoe manufacturers in the country go out of business every year. 
They fail. Competition is too keen. But then another comes in to 
take their place. 

Senator Dovetas. You do not think that the officials of this admin- 
istration would be unduly swayed by big business, do you? 

Mr. Jounson. Senator, I think really that question is a little be- 
side the point because of course, we have the utmost faith and con- 
fidence in our representatives in Washington and all we are trying 
to do is simply furnish a little help, based upon facts and things ‘that 
we know. 

Senator Bennerr. Mr. Johnson, are you trying to say to us that 
your group does not have the money to bid on any of the larger units, 
and that you expect to bid on some of the smaller ones? 

Mr. Jounson. Well, you see the nature of your question is such that 
first you must separate butadiene and’ copolymer. There are 
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two facilities. Butadiene we are not interested in. Copolymer 
plants we are interested in, but we want to be sure that if we do 
get a copolymer plant, we are going to get a supply of butadiene, 
together with all other purchasers of copolymer plants. That the 
butadiene will be prorated in a way that all these plants, these 
copolymer plants, will have their fair share of the supply of buta- 
diene because they have not any other raw material to work with. 

Senator Bennert. I am still pursuing the question raised by Sena- 
tor Douglas, and I am interested in it. You feel, for some reason, 
which I cannot quite understand yet, that you are incapable of bidding 
on any plant or every plant that may be offered for sale? 

Mr. Jonson. You have to separate your butadiene plants from 
your copolymer plants. Are you clear about that! 
~ Senator Bennett. Yes. mo 

Mr. Jounson. Allright. Then we are interested in bidding on any 
copolymer plant. 

Senator Bennerr. But, having determined that you are not going 
to bid a concurrent butadiene facility, you feel that puts you at a dis- 
advantage in the bidding? 

Mr. Jounson. Well, suppose we got a copolymer plant and suppose 
we could not make a connection with a butadiene plant for our raw 
material 

Then we would be in the position of having a copolymer plant and 
no raw material to operate. 

The CrarrMAN. My. Johnson, if you will yield a minute; will you 
take the bill I had placed before you and turn to page 7, line 7, and 
let us see if that does not protect you in everything that you are 
talking about. 

It says: 

The disposal plan for the Government-owned rubber-producing facilities shall 
insure that small-business enterprises and users, other than the purchaser of 
the facility involved, receive a fair share of the end products of the facilities 
sold. 

Can we put any stronger language than that in it? 

Mr. Jounson. Well, Senator, that sounds all right. At the same 
time, it is so vitally important that you can understand our position. 

The CHarrman. It says: 


The disposal plan of the Government-owned rubber-producing facilities shall 
insure that small-business enterprises and users, other than the purchaser of 
the facility involved, receive a fair share of the end products of the facility 
sold. 

Senator Bricker. The problem goes a little beyond that, Mr. Chair- 
man. He is interested in the supply of that which is not considered 
an end product, really. It is an end product for the production of the 
copolymer plant. 

The Cuarrman. Oh, no. Let me read it again: 

A fair share of the end products of the facilities sold. 


Now, butadiene would be the end product of a butadiene plant. I do 
not know how to make language any stronger. If somebody will tell 
me how to do it, we will certainly write it in because we want to do 
exactly what Mr. Johnson states, but I do not know how to write any 
stronger language than that shown on page 7. 

If there is better language, let us use it. 
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Mr. Jonnson. Senator, this is very good, but in our presentation, a 
little further on, I think I can suggest a few words that perhaps might 
make it a little stronger. 

The Cuamman. If you can improve it, we have no objections to it, 
but we thought on page 7, that we had covered every contingency that 
you have spoke n about up to this time. We have talked about the end 
products of the facilities. 

Senator Bricker. That applies to butadiene as well as copolymer. 

The CuHamman. The end product of the facility is butadiene so they 
would have to give the fair share of that to all small-business enter- 
prises and users other than themselves, meaning that they cannot take 
it for their own use. They can take some of it after they have given 
every other purchaser a fair share. 

Senator LeHmMan. It seems to me that the point Mr. Johnson makes 
issound. He has already testified in securing his supplies of synthetic 
rubber from the Government, he found no discrimination with regard 
to the supplies themselves. I assume there was no discrimination with 
regard to the price at which the supplies were furnished. 

Now, under this proposal I cannot see that there would be any as- 
surance whatsoever to Mr. Johnson or any of the other small users— 
and Endicott Johnson, as large as they are, are relatively small—he 
wants to be assured that he will receive the supply of raw materials 
to which he has made reference in the quantity he needs and at a price 
that is fair. 

When we are preaching free enterprise as a great many people are 
now preaching free enterprise, when we are doing that, I do not see 
how you can say to the owner of a plant he bought from the Govern- 
ment, “You have to supply A, B, C, D, or F, with a certain amount of 
the raw materials he wants, and at a specific price.” 

I do not see how you can do it. It is a contradiction of the theory 
of free enterprise of which we have heard so much. 

The Cuarrman. Wecan do anything by contract if you want to do it. 

I can sell you a plant making radios and put in the contract that you 

can only sell the r adio sets to one company in New York City and if 

you agree to it and sign the contract, it is certainly binding and is per- 
fectly within the private enterprise system and perfectly within your 
right and my right. 

Senator LEHMAN. You cannot do it by congressional action. 

The Cuairman. I presume you could, but we certainly would not. 

That is why I want to get back to this part on page 7 of the bill. 
All I want to say with respect to number 2, on page 7, is that we 
tried to do in that paragr aph exactly what you want done. If you 
feel we have not done it and there is better language to give you better 
protection than that, we certainly want to put it in there. 

That is the only reason I brought it up. 

Mr. Jounson. Mr. Chairman, if you will let me continue, it is right 
in what is coming. 

The Cuamman. Senator Bennett. 

Senator Bennett. Mr. Chairman, this conversation got away from 
me and I still have not had an answer to Senator Douglas’ question. 

I would like to read you your words from your testimony : 


We want to be a purchaser of a copolymer plant. 


You do not say you want to be a purchaser of butadiene plants, you 
want to be a purchaser of a copolymer plant. 
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And the chances are if we are successful, we may have to buy one of the least 
desirable copolymer units. 

Why do you feel, as a bidder, that you are going to be forced to buy an 
undesirable unit ? 

Do you think the bill is going to be so written that somebody else 
will have the priority on the desirable units? Or is that just a kind of 
general statement of implications which you did not realize when you 
wrote it? 

The implication of your statement, Mr. Johnson, is that you are going 
to be discriminated against before the bidding ever starts. 

Mr. Jounson. Well, Senator, due to the location of these copolymer 
plants and the capacity of the copolymer plants—naturally the large 
rubber companies who use the most of the copolymer product that is 
made will secure those plants. 

Senator BenNETT. ae wait a minute. Do you not feel that you 
will have the right to bid on any copolymer plant that is offered for 
sale ¢ 

Mr. Jounson. Absolutely. Absolutely. 

Senator Bennett. Then why do you say, “We may have to buy one 
of the least desirable ones” ? 

Can you not bid for the most desirable and get it? 

Mr. Jounson. I think the largest plant will produce 120,000 tons 
of GR-S. We do not want any such big plant. We do not need it. 
We have to bid on one of the smaller plants 

Senator Bricker. Then for you that would be the most desirable? 

Senator Bennerr. That would be least desirable. 

Mr. Jounson. In the competitive bidding you have so many plants 
to sell and somebody—and maybe it is my group—will get the least 
desirable. 

Senator Bricker. What do you mean by least desirable? The 
smallest ? 

Mr. Jonnson. The location of the plant. Some of these copolymer 
plants are adjacent to butadiene plants. The pipes are all in and 
you enter into a contract. It operates as a unit. Some of these 
copolymer plants have to have the butadiene shipped hundreds of 
miles away. That isan added cost. That is considered a least desir- 
able plant. 

[ wanted to use that, Senator, for the last thought that I brought 
out, which would be that we would not want the added disadvantage 
of not being able to get butadiene. 

When you make a presentation you put lots of things in your pres- 
entation to bring out your point and to emphasize the importance and 
the seriousness of it. 

Senator Bennett. But you leave an implication, here, that you ex- 
pect to be discriminated against in advance and I wanted to get the 
record oo fectly clear. 

Mr. Jonnson. You please type this for the record: 

We hi we no such thought of discrimination or favoritism or par- 
tiality being shown to anybody. 

The Crairman. I think what he meant was that there are some of 
these plants that will go for possibly many, many, many millions of 
dollars and his group might not have those many, many millions of 
dollars, but might have a smaller number of millions of dollars for 
a smaller plant. 
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Senator Lenman. May I say a word on that? 

The Cuarrman. Is that what you had in mind, Mr. Johnson? 

Mr. Jounson. Yes, sir. 

Senator Lenman. I want to say this: Not only is the Endicott John- 
son Co. one of the leading industrial concerns of my State, a concern 
of which every New Yorker is very proud, but the family of Johnson 
I have known for three generations. It is certainly as distinguished 
and responsible and is as reputable as any family in the country. 
Any statement Mr. Johnson makes I think should be taken at face 
value. At least as far as Iam concerned I will take it at face value. 

I think he is right. Here he would have to compete with tire com- 
panies, beginnings of tire companies—and there are only five large 
ones—with tremendous capital and tremendous resources—not only 
resources in this country but resources abroad in the form of rubber 
plantations which provide them with a supply of crude rubber. I 
do not think there is any doubt but what not only Endicott Johnson 
Co. but many other companies, small in size compared to these great 
tire companies, will be at a disadvantage. 

Mr. Jounson. Thank you, Senator. 

The CHarrman. You may proceed, Mr. Johnson. 

Mr. Jounson. Another point which we wish to emphasize is that 
every effort should be made to insure the widest possible distribution 
of these facilities in order to provide for the development of a free 
and competitive industry. To accomplish this we would recommend 
that insofar as the disposal of the butadiene and copolymer rubber 
facilities is concerned that within practical limits no more than one of 

each of these types of facilities should be sold to a single purchaser. 

In this connection we should like to emphasize that there are rela- 
tively few plants available for sale. In all there are 13 copolymer 
plants, 2 butyl-rubber plants, 8 petroleum-butadiene plants. If the 
Big Four rubber companies were permitted to purchase 2 copolymer 
plants each, the fifth largest rubber company purchased 1, and the 
Copolymer Corp., which is composed of medium-sized tire companies, 
purchased another plant, then you would have only 3 copolymer 
plants left for sale to other interested purchasers. This in effect would 
defeat one of the primary objectives of this legislation—the creation 
of a free compet itive synthetic-rubber industry. 

At this juncture we would like to emphasize that this provision, 
together with the provision of assuring a minimum of 650,000 long 
tons of synthetic-rubber production annually, are the most important 
considerations to provide reasonable safeguards to the smaller rub- 
ber manufacturers. 

Senator Dovauas. If we are unsuccessful in getting this provision 
into the bill, would you favor retention of these plants by the Govern- 
ment, or would you say that even though there is no such limitation 
that the plants should be sold / 

Mr. Jonnson. Senator, I already did make the statement that un- 
less the bill which will become a law contains 650,000 long tons of 
synthetic rubber, written right into the bill, that we would be in favor 
of the Government’s continuing to operate the plants. 

Senator Dovcias. Would you have a similar feeling about this 
limitation of one facility to a single purchaser ? 

Mr. Jounson. I wouldn’t make it as definite as that, but after this 
bill has been made law, then in accordance with the bill there will be 
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competent men who are going to be appointed, who are going to lay 
out all of the se facilities on — They are going to know exactly 
where each copolymer and each butadiene plant is and what is the 
physical set-up. Then they will also have statistical information on 
the requirements of synthetic rubber for the tire industry and all 
other dependent industries. They are going to plan this all out, 
In my opinion, if they do the right Job, and they are going to see 
that there is no sale where it is going to interfere with competitive 
pusihess. 

Senator Doveias. Do you think we should try to write such safe- 
guards into the bill or simply give a discretionary grant to the admin- 
istrative officials to do this or not ¢ 

Mr. Jounson. I think you ought to make this bill just as airtight 
as Congress can do it, and this is a very important point that we are 
talking about. 

The Cuarrman. You may proceed, Mr. Johnson, 

Mr. Jonnson. We would like to comment again on the question of 
“technical competence” which was cited as one of the criteria to be 
used in the House bill in arriving at recommendations for disposal. 

A review of the testimony before the House Armed Services Com- 
mittee indicates that the prese nt operators would like to have “tech- 
nical competence” determined by the requirement of actual operating 
experience of these facilities. We strenuously object to any such in- 
terpretation and feel that any bill having “technical competence” as a 

‘riterion should leave no doubt that such competence does not carry 
with it the requirement of previous operating experience. 

Senator Dovueias. How many rubber companies are now operating 
in the copolymer plants ? 

Mr. Jounson. At the present time, there are five large rubber com- 
panies who have their men operating copolymer plants for the Gov- 

ernment. Then there are also two other copolymer plants being oper- 
“ana by a few small companies. 

Senator Doueias. You are operating a plant at Baton Rouge? 

Mr. Jomxson. No; we don’t operate any plant at all. 

Senator Doveras. I notice the Copolymer Corporation is operating 

Baton Rouge plant. 


Mr. Jomnson. That is a group of manufacturers, and so far as I 
know, awe is none of their product— 


Senator Dovueias. You are not affiliated with them? 

Mr. Jounson. No: we are not affiliated with them. 

In particular reference to S. 2047, we would like to offer several 
comments. 

Section 9 (c) (2): We feel strongly that a minimum of 6 months 
hould be allowed for the preparation of bids. Undue haste in this 
respect can only defeat the objective of bringing in new prospective 
purchasers to more fully guarantee a free competitive industry. 
Three months or even less time may be sufficient for those who have 
been operating plant units. These concerns have complete informa- 
tion on these plants. Others not in the program are not so fortunate 
and must make detailed and time consuming studies before being in a 
position to make an intelligent bid. Frankly, we do not see the rea- 
son for this urgent haste, considering the complexity and importance 
of the disposal problem and the fact that several added months will 
cert unty do no harm to the economy of our country. 
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Section 9 (c) (3) (C): We should like to point out the difficulty of 
making arrangements for the supply of butadiene to a copolymer fa- 
cility when the purchaser of the butadiene facilities are unknown. 
The only solution to this problem is the equitable distribution of pe- 
troleum butadiene on the basis that we have already outlined. 

Senator Doverias. That is on the basis of capacity of copolymer 
plants ¢ 

Mr. Jounson. Yes, sir. 

Section 9 (c) (3) (E): In connection with this provision we should 
like to recommend that this legislation require that the sales contracts 
of the copolymer plants collectively would provide for a suflicient 
volume of rubber to take care of noneaptive use, thus providing an 
adequate supply of synthetic rubber for the nonpurchaser and the 
small rubber manufacturer. 

Section 9 (d): In order to encourage small manufacturers to pur- 
chase these facilities we would like to suggest that the purchase- 
money mortgage requirements be raised to a maximum of 90 percent 
of the purchase price. 

Section 9 (f) (3): We have already pointed out the inadequacy 
of a supply of 400,000 tons of general purpose rubber annually. This 
figure should be raised to at least 650,000 long tons annually. 

Senator Dovuaeias. As I understand, the Senate bill provides that 
plants which are not sold will be closed down so that the capacity 
of the industry will be limited to the capacity of the plants sold. 

Mr. Jonnson. That is correct: and that is the seriousness of this 
situation. That is why we say instead of closing the plants down, 
they ought to operate them or they ought to sell them. They are not 
going to have any trouble selling these plants, in my opinion. How- 
ever, they ought to put something right in the bill, which would 
encourage more concerns to bid. When you say 400,000 tons, and 
then you also say that you are going to put the other plants in moth- 
balls, and your statistical situation shows that last vear there were 
652,000 long tons of synthetic rubber used, you are just absolutey 
making a mistake in that bill because you are purposely creating a 
shortage in the bill itself. 

Senator Bennerr. You have said there are only 13 plants and you 
are sure they will all be sold, and yet you say the bill purposely creates 
a shortage. I cannot reconcile those two statements. 

Mr. Jonnson, All right. 

When those 13 plants have produced around 650,000 long tons of 
synthetic rubber annually, tell me what good reason there is for you to 
put in your bill something to restrict it to 400,000. 

Senator Benner. The bill does not restrict it. It puts that in as 
a practical minimum. It does not say there may be no more than 
100,000 tons manufactured, does it, Mr. Johnson? There is no limi- 
tation, but there is a minimum or a floor. 

Mr. Jounson. Further in the bill there is something that says that 
all the plants that are not sold will be put into mothballs and be 
taken out of operation. 

Senator Bennerr. Do you believe that if there should be something 
in the economy that would make it impossible to sell these plants 
that the Government should continue to operate them? It seems to 
me that if the industry needs 650,090 long tons, there will be no 
difficulty in selling the capacity to produce it. 
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Mr. Jounson. Then what is the reason for putting in your 400,000 
long tons? 

Senator Bennerr. Because you always set your minimum below 
your existing operating figures. If we required the industry to pro- 
duce 650,000 long tons and there was no market for 650,000 long 
tons, we would be facing a serious problem, so you always set your 
minimum down. 

Senator Doves. Let me point out to my colleague that this pro- 
vision on page 7 does not require them to produce 400,000 tons; it 
merely says there is a potential manufacture of 400,000 tons, so there 
is no requirement of production at all. It is merely that the plant shall 
have capacity to produce 400,000 tons, 

Mr. Jounson. Well, the thing we object to is the inference that, if 
you sell facilities or not, that will produce 400,000 tons annually, then 
the remaining facilities that may be unsold are going to be put into 
mothballs. That is what we object to. 

Senator Benner. The language says: 

The disposal plan shall insure the potential manufacture of not less than 
400,000 tons of general-purpose rubber annually. 

Now if the bill were written that the plan must insure the produc- 
tion of 650,000 long tons and one of these plants went out with a fire or 
something else of the kind, then presumably it would be impossible to 
dispose of the plants. You always put your minimum below your 
existing figure in a case of this kind. 

Senator Doveras. The objection is not to the word “potential,” but 
the term “400,000.” He is not saying you must produce 650,000, but 
the plant should have a capacity to produc e 650,000. 

Mr. Jounson. Well, gentlemen, that is not the point. The point is 
this: Suppose you only sell plants that will produce 400,000 long tons. 
Then you intend to go out of the business, and you are going to put 
those other plants in mothballs. All these small users of rubber won’t 
be able to get the synthetic rubber that they need. So why do you put 
it in there ? 

Senator Bennett. Here is the American rubber industry with an 
opportunity to bid on synthetic-rubber plants, and do you suppose 
that with an opportunity to bid that the industry is going to only buy 
those plants which will produce a minimum of 400,000? 

Mr. Jonson. It might be that way; who knows? 

Senator Bennetr. And you think, therefore, that unless we can 
guarantee the potential manufacture—and that is the phrase: “in- 
sure the potential manufacture” of at least 650,000 tons, there shall be 
no plant sold. 

Mr. Jounson. Yes, sir; I believe that should be so. 

The Cratrman. Mr. Johnson wants to substitute 650,000 for 
400,000. 

Senator Bennerr. In other words, he wants to say there will be no 
plants sold unless there is enough sold to insure the present productive 
capac ity. 

Suppose there should be a change in your manufacturing procedure 
and you should discover that it was worthwhile to go back to natural 
rubber in a higher proportion ? 

Mr. Jonson. Including the alcohol-butadiene plants, there is 
850,000 long tons of synthetic rubber being used now. The reason I 
said 650,000 is that it is a certainty that nobody, at least if they are 
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interested in rubber, is going to buy your alcohol-butadiene plants. 
The Government will wind up owning them, so that knocks off over 
200,000 tons in your supply right there. 

So all I would like to see is that 650,000 long tons in there, to guar- 
antee what we need in America. 

The Cuamman. If you buy one of these plants, will you guarantee 
to produce at full capacity? Will you enter into a contract in ad- 
vance to do it for 20 years, regardless of whether you could sell the 
product or not? I am just talking to you as a businessman now. 

Mr. Jounson. Well, Senator, you know we couldn’t do that. 

The CuarrmMan. That is the point. 

Senator Bennerr. That is what you are asking the Government 
to do. 

Senator Dovenas. I beg your pardon. He is not asking that we 
compel the industry to produce 650,000 tons. He is saying that we 
should keep plants with a maximum capacity of 650,000 tons in 
some degree of production. 

Mr. Jounson. That is the point exactly. We do not want to see any 
copolymer plants put into mothballs because we need that rubber. 

Senator Bennett. If there is a market for the rubber that it would 
be produced and sold ? 

Mr. Jounson. If you sell the plants. If you don’t sell the plants 
and the Government puts them in mothballs they certainly wouldn’t 
produce any synthetic rubber. 

Senator Bennertr. Do you not think if the market exists, the plants 
will be bought ? 

Mr. Jounson. I do. TI think they will be. I said that already. 
sut this can be an added incentive. 

The Cuatrman. Let me read this paragraph on page 7 of the 


bill: 


The disposal plan shall insure the potential manufacture of not less than 
400,000 tons of general-purpose rubber annually and not less than 45,000 tons 
of butyl rubber annually during the useful life of the facility sold. Otherwise, 
no disposal of such facilities to private ownership shall be affected under this 
section. 

What Mr. Johnson wants to do, is to make it 650,000 instead of 
400,000 tons. I do not have sufficient information, and I do not think 
the committee does at the moment, to know whether 400,000 is the 
proper amount, or 650,000 is the proper amount. Therefore, we will 
have to get a little expert testimony on this subject at the proper 
time, to see who is right. Whether 400,000 is right, whether it ought 
to be 500.000 or 650,000. 

Senator Bennett. Well, I would like to ask just one question, and 
we can leave that: Is 650,000 tons the current maximum potential pro- 
duction of the petroleum butadiene, copolymer plants 

Mr. Jonunson. Yes, sir. 

Senator Bennerr. In other words, what you are stating is, unless 
we can guarantee the potential maintenance of the current maximum 
production, you think no plant should be sold. 

Mr. Jounson. That is right. 

Senator Bennetr. You allow no margin. 

The Carman. The House has already used 500,000 instead of 
400,000. They increased it that much after the bill was written. 
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Senator Doveras. Has the industry given up on the alcohol buta- 
diene plants ¢ 

Mr. Jounson. Insofar as the tire industry and also the meen al 
goods and rubber soles and heels industries are concerned, I don’t 
see how they could use it because it wouldn’t be competitive. That 
brings out another thought in answer to your question: There are new 
uses being developed for butadiene, and these new uses, 1t seems to me, 
would be interested, perhaps, in the alcohol butadiene plants. 

Senator DouGuias. Such as what, Mr. Johnson ? 

Mr. Jomnson. Well, nylon is one. In our industry there is a 
product used that is being made by the Standard Oil Co. There is 
a material by the name of Vist: unex that they are coming on the market 

vith. They have already ap proac hed our company to try to use it 
an impregnating sole leather, which will add to the wear of leather 
ud perhaps retrieve some of the business the tanners have lost in our 
country to rubber. 

The Cuairman. Proceed, Mr. Johnson, in your own way. 

Mi. JoHnson. Section 9 (1) (1) (©): We believe that the legisla- 
tion should leave absolutely no doubt as to the mechanism of bidding 
on these plants and the rules for the disposal agency to follow in 
arriving at a contract of sale. We feel that there has been consider- 
able confusion over the basic principles of negotiation to be used in 
the purchase of these facilities. 

Section 9 (n): Weare somewhat confused about the legislative aims 
in regard to the alcohol butadiene facilities and the suggestion that 
they may be | ie@ase ol, Frankly, we do not see he Ww alcohol buts idiene 
can compete with butadiene made from petroleum unless the Govern- 
ment intends to subsidize this operation or adopt some other plan. 
Any pure chaser of a copolymer plant who is forced to get his supply 
of but inne from alcohol wou ld probably vo out of business before 
the first year of operation was completed. For this reason we again 
urge that every consideration be given to the equitable distribution of 
petroleum butadiene from the facilities disposed of under the 
legislation. 

In closing, I should like to emphasize that these comments and sug- 
gestions are prompted by a since re desire on the part of those I repre- 
sent to have Congress provide legislation that will be fair and just 
to all. We believe that our recommendations are of vital importance 
to this legislation and we urge you to give them every possible 
cons ideration. 

Thank you again, gentlemen, for the privilege of appearing before 
this committee. 

(The statement presented by Mr. Johnson before the House Armed 
Services Committee on June 8, 1953. follows :) 

STATEMENT OF CHARLES F, JOHNSON, PRESIDENT, ENDICOTT JOHNSON CorP., AMER- 

ICAN BivrrireE Ruspser Co., Cooper Trre & Russer Co., ENpicorr JOHNSON 


Corp., JOHNSON RUBBER CO., AND WOOSTER RUBBER Co. 


Mr. Chairman and gentlemen of the committee, my name is Charles F. John- 


son. I am president of Endicott Johnson Corp. and I appear here before your 
committee to present the views of a group of companies on synthetic-rubber 
legislation. 


The individual companies which I represent today are tthe American Biltrite 
Rubber Co., of Chelsea, Mass.; the Cooper Tire & Rubber Co., of Findlay, Ohio; 
the Endicott Johnson Corp., of Endicott, N. Y.: the Johnson Rubber Co., of Middle- 
field, Ohio: and the Wooster Rubber Co., of Wooster, Ohio 
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I personally appreciate as do also the companies I represent, the opportunity 
of making our presentation at this time. 

These companies represent an important segment of American industry. Some 
are small companies ; some are medium sized ; one company in the group although 
relatively small, is among the country’s largest consumers of synthetic rubber; 
and in another case, rubber manufacturing is but a small, though important part 
of the firm’s larger operations. 

Kach has a vital interest in the future of our American synthetic-rubber in- 
dustry. Each is deeply concerned with the rules on plant disposal to be laid down 
by Congress. Their economic future and the economic future of many other 
small and medium sized rubber-consuming companies will depend on the action 
taken here in Washington. 

At the outset I should like to say that at least some members of this group 
have an active and real interest in the purchase of a copolymer plant. However, 
the important concern of all of the companies represented is that the synthetic 
rubber producing facilities are disposed of on a fair and equitable basis and in 
keeping with the best American traditions. 

Until the introduction of synthetic rubber, the American rubber manufactur- 
ing industry was entirely dependent On one basic raw material, natural rubber. 
The history of natural rubber with its restrictive production schemes and wild 
fluctuations in price is well known. The relatively abundant supply of synthetic 
rubber in this country during recent years has enabled the rubber manufacturer 
to operate on a stable and well-planned basis. The smaller rubber manufac- 
jturer has been able to operate without fear of being cut off from his basie raw 
material and without fear of economic ruin through major fluctuations in price. 
In other words, synthetic rubber has brought to the American rubber manu- 
facturing industry a dependable source of raw material supply under relatively 
stable price conditions. 

Under these healthy conditions, the American rubber industry has been able 
to move ahead with assurance in the past few years. The eftect that synthetic 
rubber has had on the price of finished rubber goods has been enormous. What 
the American taxpayer and the American economy has saved cannot be measured 
precisely, but it is safe that the savings could be measured in billions of dollars 

Thus, it is highly desirable that in the disposal of the presently owned Goy- 
ernment synthetic-rubber facilities, such a program incorporate a policy which 
shall insure a free competitive synthetic-rubber industry, while at the same time 
maintain for the consuming public, as well as large and small rubber fabricators, 
the benefits of air competition. ‘To achieve this end, the plan for disposal should 
avoid concentration of control by any particular group. This is essential if an 
adequate supply is to be insured for all users. 

The Government, by means of tax money, instituted the synthetic-rubber in- 
dustry at a time when the natural-rubber supply on which this country was 
dependent was jeopardized by war. The development of this industry has been 
chiefly in the hands of the petroleum and chemical industries with the assistance 
of large rubber fabricators. Keeping in mind that this industry was created 
to protect the interests of the country insofar as an adequate supply of rubber 
was essential, it is highly important that in the disposal of the Government- 
owned butadiene installations, the underlying plans of insuring an adequate 
rubber supply be paramount. 

It is also necessary to achieve as broad an interest as possible in the ownership 
of copolymer installations. The acquisition of these installations by those whose 
primary interest is in the fabricating of rubber products used for transporta- 
tion would be a serious blow to the American economy. There are many other 
end uses of synthetic rubber other than for transportation. It is used for ap- 
plications in the footwear industry making rubber heels and soles, the mechan- 
ical-goods industry, the wire and cable industry, the paint industry, and other 
industries having end uses essential for the well-being of the economy of the 
country as a whole, and future uses to be developed for our national security. 
It is important that these interests be given ample opportunity to acquire some 
of the copolymer installations, not only to assure this segment of our economy 
of an adequate supply of material, but also to inspire and direct a constructive 
research program for the future having in mind the improvement of these other 
essential end products. 

While relatively small in total tonnage requirements, there are many fabri- 
eators of rubber other than those in the transportation field who by no means 
can be classed as small business and who possess the financial as well as the 
technical assets necessary for the successful operation of these copolymer installa- 
tions. While lacking current experience in the operation of these facilities and 
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perhaps the advantage of being able to accurately evaluate their worth, they are 
nonetheless interested, have an equal vested right, and should be given every 
encouragement to negotiate for their purchase. 

There is a very grave danger that well-intended legislation without appro- 
priate safeguards could deal a crippling blow to these important segments of 
American business. This danger stems from the very structure of our American 
rubber-manufacturing industry. 

It is a fact that two-thirds of our American rubber industry, as represented 
by consumption of synthetic rubber, is dominated by four large companies. Let 
me read briefly from the recent RFC report on plant disposal : 

“While it is estimated that there are perhaps 1,000 rubber fabricators in 
the United States, a vastly disproportionate amount of our total consumption 
is absorbed by tire manufacturers, of which there are only about 20. Five of 
these may be considered major and of these, four companies almost wholly pre- 
empt the original equipment market for passenger-car tires and enjoy also a 
dominant position in the replacement market. These 5 companies each operate 
1 or more of the copolymer plants in the Government program. In 1952 the 
Corporation had about 700 synthetic-rubber customers. Of these, the 20 largest 
tire companies accounted for 77 percent of the sales. The remaining 680 com- 
panies, more or less, purchased only 23 percent, and of these, 20 absorbed more 
than 5 percent. Thus, out of a total of about 700 customers, 40 accounted for 
82 percent, and 660 accounted for only 18 percent of the Corporation’s sales. 

“More importantly perhaps, four of the majors alone accounted for more than 
63 percent of total sales. This is of significance because, while the bulk of this 
rubber was undoubtedly consumed in tire manufacture, the majors also engaged 
in the manufacture of many of the same nontransportation products as do the 
small companies, namely, footwear, belting, hose, cable, gaskets, and various 
other industrial specialties. It is apparent that small rubber consumers must 
be protected against the danger of damage to their competitive position should 
the majors wholly dominate the field of synthetic rubber supply.” 

Let me assure you that the danger which we have underlined in that last 
sentence is very real. 

We have studied the RFC’s report on a Program for Disposal to Private In- 
dustry of Government-Owned Rubber Producing Facilities. Mr. Yohalem, who 
worked on the details of this report, has done an excellent job in providing the 
Government and industry with a critical evaluation of the problems surrounding 
disposal of the facilities. 

We have also studied the disposal bill, H. R. 5425, as well as Mr. Shafer’s 
speech before the House of Representatives on May 26. 

Let me quote briefly from Mr. Shafer’s speech: “Of course, in disposing of 
these plants we must make sure that those who purchase the facilities will not 
be concerned only with the manufacture of rubber or feedstocks for their own 
particular needs. Many small consumers will have to look to the purchasers of 
these facilities for their future source of synthetic rubber and we must make 
sure that we establish a competitive pattern that will assure them a source of 
supply in the same manner as that which prevails in other types of industries 
throughout the United States.” 

We agree most heartily with what Mr. Shafer says, and we are sure that it 
is Mr. Shafer’s intent and that of you gentlemen of the committee to see that 
any legislation passed by Congress will assure that his promises are met. 

At this point I should like to say that I am grateful to have had the opportu- 
nity to read at least some of the testimony presented before your committee 
thus far. In this connection, I found Mr. Shafer’s opening statement on June 
3 particularly heartening. In his remarks, he said, “There are few bills of this 
magnitude introduced in the Congress that cannot be changed or improved as 
the testimony proceeds. This bill is no exception to that general rule.” We have 
interpreted this as an encouragement for us and others in industry to offer con- 
structive suggestions in respect tuo this bill. It is in this spirit that we present 
our views on this bill even though these views may diverge sharply from others 
who appear before this committee. 

In our opinion, H. R. 5425 does not contain the necessary safeguards to assure 
adequate protection. As a matter of fact, we feel that H. R. 5425, if enacted 
into law without revision, could well result in a devastating shortage of syn- 
thetic-rubber supplies in this country. This shortage in turn could lead to in- 
flationary prices for synthetic rubber and thus for the thousands of rubber 
articles that the American consumer buys. The small rubber fabricator, under 
the provisions of this bill, could be literally forced out of business by not 
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having enough, if any, of his basic raw material, American synthetic rubber, to 
keep him in operation. 

The companies that I represent here today, together with hundreds of small 
rubber companies, many other segments of American business vitally dependent 
on rubber products and the American consumer, who in fact is the present 
owner of these plants, could all suffer greatly if proper safeguards are not 
made a part of this legislation. 

Our main concern with this legislation is that nothing is left to chance and 
that its provisions be more thoroughly defined. Also, we feel that some of the 
provisions may be modified to give better assurance that the objectives behind 
this bill be more fully realized. 

Our first suggestion is directed toward section 7 (a) of H. R. 5425. Here 
we feel that the period of time allowed for the preparation of bids is much too 
short and we would urge this be lengthened to not less than 6 months, following 
the appointment of the Commission, with an additional period of 1 month for 
receipt of bids, 

If there is any hope of assuring the development of a free, competitive syn- 
thetic-rubber industry, then it is essential that new interested purchasers be 
given adequate time to study the technical aspects of each plant in the system, 
to study and make preparations for the availability of feed stocks, to deter- 
mine the cost of new facilities required to make certain that the plants will be 
self-sufficient and economical to operate, and many other details that will take 
a great deal of time. In addition, the members of the Disposal Commission will 
probably need more time than the bill allots to study the many complex aspects 
of disposal. It would seem to us to be impossible for the Commission to take 
fair and just action without adequate time and preparation. 

In connection with section 7 (b) (2) we should like to suggest that this pro- 
vision in the bill allow a purchaser who desires to purchase a single plant be 
permitted to bid on more than one plant, indicating his order of preference. 

This change will permit a prospective purchaser to indicate his relative in- 
terest in several plants, showing his order of preference. In the event the pur- 
chaser is not abe to obtain the preferred plant, he will then be able to negotiate 
for his second or third choice. 

In respect to section 7 (b) (3) we would like to point out that it will be 
extremely difficult for a prospective purchaser of a copolymer facility to make 
specific arrangements or plans, formal or informal, for a supply of butadiene. 
Actually, until the Government disposes of the butadiene plants, you will not know 
whom you are going to do business with. We feel that a later recommendation 
of ours in respect to section 7 (g) will take care of this very difficult problem. 

We would like to insert an emphatic warning here that the question off buta- 
diene supply is a highly complex problem and should not be lightly treated. 
Butadiene, unlike the other copolymer feed stock, styrene, is not in plentiful 
supply. The inference here is obvious. It could well be that the scare supply 
of petroleum butadiene could be cornered by a few companies if adequate protec- 
tion is not provided. 

In section 7 (d) we would recommend lowering the deposit requirements 
to 1 percent of the given bid with a maximum of $100,000 for each facility. 

This change is actually carrying out the RFC proposal which we feel is 
more in keeping with the spirit of encouraging new prospective purchasers 
to bid for plants. Also, the higher deposit requirements would impose a great 
hardship upon smaller companies interested in plant purchases. 

We would also recommend that consideration be given to changing the purchase 
money mortgage requirements of section 7 (e) to a maximum of 90 percent 
of the purchase price. 

The same reasons, involving encouragement to broaden ownership of the plants 
and encouragement to smaller companies, apply to this recommendation. 

We agree with the requirement of section 7 (g) in the Commission consulting 
with the Attorney General in determining the sales which will result in fair and 
effective competition. However, we would like to urge that several other provi- 
sions be adopted in this same interest. 

I have already mentioned the problem of butadiene supplies. We feel that this 
problem can be most equitably solved by first assuring in the butadiene plant 
sales contracts that for a period of 10 years, an amount of butadiene equivalent 
to the total current capacity of butadiene facilities disposed of will be made 
available on an equitable basis to the copolymer installations disposed of under 
this act; that each copolymer installation will be entitled to its pro rata share 
of such petroleum butadiene supply; and that the pro rata share of each co- 








SO DISPOSAL OF RUBBER PLANTS 


polymer plant shall be based on the ratio of its current capacity to the total 
current capacity of all of the copolymer plants disposed of under this act. 

The current supply of petroleum butadiene is not adequate to provide the re- 
quirements of the presently Government-owned copolymer facilities. Alcohol 
butadiene is too expensive to fill this need. Without a plan of distribution such 
as recommended, the intent of Congress to develop within the United States, 
a free competitive synthetic rubber industry could be defeated. For example, 
several purchasers of copolymer plants could conceivably acquire the entire 
petroleum butadiene supply. Furthermore, the butadiene supply could be diverted 
to end uses other than synthetic rubber manufactured in the copolymer plants 
disposed of under this act. 

Frankly, this problem of butadiene gets right down to the heart of the dis- 
posal problem. It is inconceivable that any company could purchase a copolymer 
plant to manufacture synthetic rubber without knowing in advance what his 
position was in respect to butadiene. This provision would assure that pur- 
chasers of the various copolymer plants would be reasonably sure of feed stocks 
at the start. Furthermore, without this precautionary measure in the act, new 
prospective purchasers will be discouraged from participating in the bidding for 
copolymer plants. 

Also, in respect to section 7 (g), it would be very desirable that the Commis- 
sion have as one of its requirements the assurance that overall disposal of the 
copolymer plants will result in an equitable supply of synthetic rubber to non- 
purchasers of plants. To achieve this end, the Commission would necessarily 
require that the sales contracts of the copolymer plants collectively, would pro- 
vide for a sufficient volume of rubber to take care of noncaptive use. 

This point assures any rubber fabricator who is not in a position to purchase 
a copolymer plant of a fair share of the output of these plants. Without this 
provision, the small fabricator could be entirely without any synthetic rubber 
to carry on his operations. 

Another recommendation which we urgently suggest be considered as a part 
of section 7 (g) is the restriction to a single purchaser the sale of not more than 
1 butadiene facility and not more than 1 copolymer facility. 

This point is of the greatest importance in assuring that a free competitive 
industry be developed. This point is crucial and has been emphasized to us as 
an essential requirement in any disposal plan. 

In this connection we should like to emphasize that there are relatively few 
plants available for sale. In all there are 13 copolymer plants, 2 butyl-rubber 
plants and 8 petroleum-butadiene plants. If the Big Four rubber companies 
purchased two copolymer plants each, the fifth largest rubber company purchased 
one, and the Copolymer Corp., which is composed of medium-sized tire com- 
panies, purchased another plant, then you would have only three cololymer plants 
left for sale to other interested purchasers. The only sure way to guarantee a 
broad basis of ownership is to limit each company to one plant of each type. 

We feel that there should be some further clarification on section 16 written 
into the legislation. From previous testimony, we gather that there is a pos- 
sibility of misinterpretation of this provision. In addition, we would like to 
express our opinion on the interpretation of this section as outlined by the com- 
mittee’s counsel, Mr. Blandford, in answer to a question by Mr. Everett Morss 
of the Simplex Wire and Cable Co. on June 4. 

To us, the implication of section 9 (a) (3) is that the Commission may rec- 
ommend to Congress the sale of a plant at less than the highest bid provided 
that they make a statement of the reasons why such sale is proposed. 

Quoting Mr. Blandford on section 16, he says: 

“It will not override any other provision, but all things being equal, if a high 
bidder submits a bid and it is a bona fide bid, and for some reason or other the 
(Attorney General finds that he should not buy a plant because of some antitrust 
provisions, then the next bidder would be able to negotiate for that plant, pro- 
vided he could meet the bona fide high bid that had been submitted.” 

‘hus, there appears to be a conflict between Mr. Blandford’s testimony and 
section 9 (a) (3). 

It is our view that should the highest bid be rejected for some good reason, 
then the other bidders should be permitted to negotiate for the purchase of the 
facility on the basis of not only the highest bid but also on the basis of what the 
Commission deems to be a fair value based on the plant appraisal figure as well 
as comparable and acceptable bids on other similar facilities, It is conceivable 
to us that the highest bid for a facility which may be rejected could be out of line 
with other bids for comparable facilities. If this happens, we see no reason why 
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disposal should be impeded because of such ambiguity or inflexibility in the 
legislation. 

We also recommend that section 17 (1) be changed as follows: “That the pros- 
pective purchaser has the technical competence necessary to operate a synthetic 
rubber facility, provided that technical competence shall not be determined by 
the requirement of actual operating experience of these synthetic rubber 
facilities.” 

The prospective purchaser should, of course, have general technical competence, 
but a requirement here of actual operating experience could eliminate any pur- 
chaser who had not already operated a synthetic-rubber facility. It has been 
demonstrated under Government ownership that new operating companies could 
be brought in and adequately operate these facilities. 

In Mr. Shafer’s remarks of June 3, he explains that the figures given in section 
17 (6) are merely exploratory. We feel that the figure for general purpose 
synthetic rubber is much too low and recommend that this be raised to not less 
than 650,000 long tons annually. Let us explain our position. 

According to the Department of Commerce, GR-S consumption during 1952 
totaled 648,000 long tons. The RFC report stated that the four majors during 
1952 consumed 63 percent of the total, or 408,000 long tons. It is obvious then 
that the sale of only 400,000 long tons of capacity would create a serious shortage 
of synthetic rubber, even under 1952 conditions. All predictions for the future 
indicate a sharp increase in usage. 

If this minimum is not raised to a more realistic level, the rubber manufactur- 
ing industry could be faced with a very serious shortage of synthetic rubber. 

These suggestions and recommendations are made not only to insure a sound 
competitive synthetic-rubber industry, but also to insure a continuing supply of 
this strategic raw material necessary to the well-being of our American economy 
and consistent with our national security interests. 

Thank you for this opportunity to present our views on this very important 
legislation. 


Mr. Jounson. If I can be of help to you at any time please feel free 
to call on me. 

The CuarrmMan. You have been very helpful and we appreciate your 
testimony. 

Mr. Jounson. Thank you. 

(The following was later received for the record:) 


ENDICOTT JOHNSON CorRP., 
Endicott, N. Y., June 29, 1953. 
Hon. Homer EB. CAPEHART, 
United States Senate, Washington, D. C. 


DEAR SENATOR: Attached please note further information that I expected to 
give following my regular prepared presentation at the Senate hearing Thursday, 
June 25, but because of the long time I had already taken it hardly seemed appro- 
priate to read the rest of it and I am, therefore, sending it to you. 

As you very well know, my company and the other companies whom I represent, 
are vitally interested in submitting a bid for a copolymer plant but we are far 
more interested in seeing that the proper legislation becomes law which will 
protect the interests of small users of synthetic rubber and also that the syn- 
thetic-rubber industry will be on a good, old-fashioned American competitive 
basis where large and small users of synthetic rubber will have equal opportunity 
to secure butadiene which is absolutely necessary for the operation of copolymer 
plants. 

As I told you in leaving the other day, if there is anything further that I can 
do to help in the matter, I will be only too glad to do so. 

With kindest regards, 

Sincerely yours, 


CHARLES F. JOHNSON, Jr. 





SUPPLEMENTARY STATEMENT 


As I mentioned earlier, I made a presentation before the House Armed Services 
Committee on June 8 with particular reference to H. R. 5425 and frankly, I was 
very much disappointed that the new House bill 5728 which was unanimously 
approved by the full House committee did not include some of the most important 
recommendations that were incorporated in my presentation. 
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The first of vital importance is contained in my presentation today on page 2, 


paragraph C, referring to the disposal plan, should guarantee the country of an 
adequate supply of synthetic rubber. The new House bill 5728 did increase the 
minimum quantity of synthetic rubber to 500,000 tons annually whereas our 
recommendation was 650,000 long tons per year. It is the considered opinion 


of the group I represent and I am sure also of all other small users of synthetic 
rubber, totaling some 700 companies, that unless this legislation guarantees the 
production of a minimum of 650,000 long tons of synthetic rubber per year, none 
of the plants should be sold. 

The second important point that the House did not incorporate in their new 
paragraph on page 2 in my Senate presentation 


bill 5728 is explained in the last 
we firmly believe simultaneous disposal of these 


referring to the stafement that 
butadiene and copolymer plants without creating chaotic economic dislocations 
can only | uring in the butadiene plants sales contracts that fora 
period of at least 10 years an amount of butadiene equivalent to the total current 
capacity of butadiene facilities disposed of will be made available on an equitable 
to the copolymer installations disposed of under this act. Of equal im- 
portance in connection with butadiene is that the law insures that the butadiene 
produced in these plants goes to the copolymer plants for synthetic rubber manu- 
facture and is not diverted to other end uses. I have further emphasized and 
amplified this important matter on page 3 of today’s presentation. These recom- 
mendations on butadiene are vitally important and must be incorporated in the 
final bill which will become law in order to protect the interests of small users 
of synthetic rubber and assure fair and equitable competition. 

If the two recommendations that I have referred to above are not properly 
provided for in the law, it is my opinion that Congress will have failed to carry 
out one of the basic principles of the President’s recommendations which guar- 
antees the creation of a free and competitive synthetic-rubber industry. It is 
my further conviction that failure of Congress to adopt these suggestions could 
cause economic havoc in the rubber industry. I urge you gentlemen to consider 
these two major points on which the future of our synthetic-rubber industry 
depends. 

I was also disappointed to learn that the new House bill 5728 did not in- 
corporate our recommendations in respect to the deposit requirements for bids. 
Althongh they did reduce the maximum from $1 million to $500,000, they left 
unchanged the basic 10 percent requirement. We were very pleased to note 
that the Senate bill 2047 met our recommendation of 1 percent and a maximum 
of $100,000. We feel that this provision provides an incentive for small business 
to submit bids. 

I was also disappointed to note that the new House bill 5728 did not reduce 
the downpayment requirements to our recommended 10 percent of the price but 
rather increased the downpayment requirements of the original bill, H. R. 5425, 
of 20 to 25 percent in their new bill. We also note that the Senate bill 2047 
requires a downpayment of 20 percent. In our opinion, the final bill which will 
become law should require no more than 10 percent downpayment of the total 
sales price. Otherwise many small companies will not be in a financial position 
to submit a bid. This larger downpayment requirement definitely favors larger 
companies who have unlimited financial resources. 

I was further disappointed that the new House bill 5728 made no change 
in the period of time allowed for the receipt of bids which was no less than 
45 days and no more than 90 days after the first day for which bids have been 
advertised whereas we recommended that this period should be lengthened to 
not less than 6 months following the appointment of the Commission with an 
additional period of 1 month for receipt of bids. Section 9 (c) (2) in the 
Senate bill 2047 states not less than 60 days and not more than 90 days. We 
feel strongly that a minimum of 6 months should be allowed for the preparation 
of bids. 

We would also recommend that section 9 (f) (1) more clearly define for 
the disposal agent the term “fair value,” by stressing that the sale of these 
fac ilities should promote to the fullest extent the creation of a free and com- 
petitive synthetic-rubber industry. In other words, the term “fair value” should 
not be interpreted as necessarily being the highest-bid price for a given facility. 
It should be remembered here that the development of a free and competitive 
synthetic-rubber industry will in the long run give the American taxpayer the 
greatest return for his investment. 


ve achieved by ass 


basis 


The CuatrMan. We have three more witnesses for today. It is 12 
o'clock. As I stated when we began the hearings this morning, it is 
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unfortunate that the Senate had to go into session at 10 o’clock this 
morning, with a unanimous-consent agreement to vote. 

The next witness will be Mr. Gee of the Texas Co. 

How long is your statement, Mr. Gee? 

Mr. Ger. 10 or 15 minutes. 

The CuarrmMan. We will hear you at this time, Mr. Gee. 


STATEMENT OF WILLIAM P. GEE, ASSISTANT TO THE PRESIDENT 
OF THE TEXAS CO. 


Mr. Ger. My name is William P. Gee. I am assistant to the presi- 
dent of the Texas Co. I appreciate very much this opportunity to 
appear before you to express our views on the sale of Government- 
owned rubber-producing facilities to private enterprise. We think 
the general plan provided in S. 2047 is asound one. We are familiar 
with the variations between this bill and H. R. 5728 and, if the chair- 
man will permit us to do so, we wish to briefly comment later on several 
of these. 

We believe the Government should dispose of the synthetic-rubber- 
producing facilities, and that now is the time. We are convinced 
national security will be strengthened by the sale of these facilities to 
private enterprise. Such a sale will start in action highly competitive 
research and development work leading to increased utilization of raw 
materials, increased efficiency in processes, and improvement of prod- 
ucts. The history of the free-enterprise system in the United States 
is the best proof that these results can and will be accomplished. One 
illustration of this is found in the operation of the highly competitive 
petroleum industry. Competitive research and development work 
has resulted here in furnishing to the public and the armed services 
of our country constantly improved product quality and an adequate 
supply of products through the years, with little or no increase in 
price. 

The Texas Co. has been directly concerned with the development 
and production of butadiene since the inception of the synthetic- 
rubber program early in 1942. It is 1 of the 4 companies owning the 
stock of Neches Butane Products Co., which operates for the Gov- 
ernment, without fee, the largest butadiene-producing plant in the 
country. 

Senator Dove.as. What are the other three companies? 

Mr. Ger. Gulf, Atlantic, and Pure. They are named later in my 
statement, Senator. 

This plant at Port Neches, Tex., produces about 200,000 short tons 
of butadiene annually, which is approximately 30 percent of the buta- 
diene produced from petroleum in the United States. Our company 
supplies about one-third of the feedstock required for this large plant. 
It has supplied most of the key technical and managerial staff for oper- 
ation of the plant, who are on leave of absence from the Texas Co. 
With associated companies, it has been responsible for the develop- 
ment of the design of this plant and its subsequent highly successful 
operation. 

Located in a neighborhood of large petroleum refineries, it obtains 
feedstock from the refineries of Atlantic Refining Co., Gulf Oil Corp., 
the Pure Oil Co., and the Texas Co. The volume of feedstock re- 
quired to operate this butadiene plant is of such magnitude that all 
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4 of these companies are required as suppliers, no 1 refinery being 
capable of sup ply ing the entire need. The suggestion has been made 
ths it this large plant could be divided into two parts. After careful 
engineering study, it is our conside red op inion that it is neither prac- 
tic: 7 nor economical to make such a division. 

In addition to the butadiene-producing facilities, there are two 
lan ge at ljomin g copolyme) plants at Port Neches. One is operated by 
Pp e (soodri ic h * and the other by United States Rubber Co. 3uta- 
diene is supplied to these plants, as well as to smaller consumers, by 
Neches Butane Products Co. 

ta operation of this group of plants involves an intricate system 


of recycling of large volumes of petroleum materials to each refinery 
aha Oe usable butylene portion is removed from the feedstock, and 
also a recy le of 1 imp ire but: adiene from eac h copolymer pli int to the 
Nec! hes butadiene plant for purification and return. An understand- 
ing of this system aE uy] ply of feedstock by the petroleum refineries, 


the pro luction and purification of butadiene, the conversion of buta- 
diene to rubber, and the return _ recycle of materials to the various 
refineries and plants makes it obvious that all these operations are 
linked together. 

It is doubtful whether these copolymer plants—located as they are 
in the Port Neches area—would offer a very attractive investment to 
rubber companies unless an adequate and convenient supply of buta- 
diene could be reasonably assured. And the petroleum companies 
in this area would probably have many profitable uses for buty- 
lenes, such as the production of aviation gasoline, were it not for 
the readily available outlet for butadiene offered by adjoining copol- 
ymer plants. Thus, because of this highly integrated operation, and 
as a means of reasonably assuring butadiene outlets and adequate 
supp lies of raw materials, joint acquisition, ownership and operation 
of all or = of these bat adiene and copolymer facilities at Port 
Neches by rubber and petroleum interests seems almost essential. If 
such a joint program could be arr: anged, it would give the facilities 
more value to all the prospective owners, and the Government should 
be afforded a better opportunity of receiving full fair value of such 
facilities. This would also assure the least interruption of supply 
of rubber to the public when the plants are transferred from Govern- 
ment to private ownership. 

Senator Doueras. I am trying to visualize what is proposed. Are 
you proposing that the Neches Butane Products Co., Goodrich, and 
United States Rubber should jointly buy both the butadiene plant 
and the copolymer plants? 

Mr. Gre. I am not proposing anything, Senator. I am simply 
pointing out to you and the rest of the committee that once you under- 
stand the operation of these facilities there you will see immediately 
that they all must work together. The plant is of such magnitude that 
that is required. It seems to us that unless provisions are made in any 
bill to protect such a combination, you may not get bidders. How- 
ever, I am not proposing anything. 

Senator Doveras. What kind of a combination do you mean? 

Mr. Grr. You must have a combination of refineries that can supply 
sufficient butadiene. You must have a combination of rubber com- 
panies that can take this butadiene readily. 

Senator Doves. That does not imply common ownership? 
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Mr. Ger. Not necessarily. I think you will see the point I am try- 
ing to make, 

A major obstacle to any such joint program is the possibility of 
attack under the antitrust laws. With such a possibility existing, the 

risks involved in a program of this type are of such proportion that 
some companies ~_ feel they should not be assumed, and as a result, 
they would not bid. We are pleased to see this bill recognize this 
proble m and we have noted the etforts made in — (9) (f) (1) to 
afford reasonable protection against such risks. We believe the pro- 
vision that “Any disposal pursuant to such plan shall be deemed not 
to violate the antitrust laws” is a very important one which should be 
retained in the bill if the Government and the public are to receive 
the maximum benefits from this disposal. 

We feel the basic principles of S. 2047 and H. R. 5728 are substan- 
tially the same. The methods for carrying out these principles vary 
somewhat, but properly administered either bill should result in 
satisf: rectory disposal of these plants to private enterprise within a 
reasonably short time. 

One of the differences between the House bill and the bill now under 
consideration is the nature of the disposal agent. In S. 2047, a Rubber 
Plant Disposal Board is created, composed of agencies of the Govern- 
ment, which, in turn, appoints a disposal agent. In H. R. 5728, a 
Sy nthetic Rubber Facilities Disposal Commission, composed of three 
persons from civilian life, is to be appointed by the President to 
handle the disposal directly. We prefer the Commission plan estab- 
lished in H. R. 5728, as we believe a well-selected Commission of this 
type would not be required to delay its negotiations awaiting interim 
approval by agencies of the Government, often already fully occupied 
with matters of urgent importance to the Nation. We feel such a 
Commission could best accomplish the orderly disposal of these facil- 
ities within the present time limits. 

The periods of time provided in both bills seem adequate to permit 
full participation in bidding by interested persons or companies. 
Anyone seriously considering pureh: ise of any of these facilities will 
have the benefit of all information the Government has available, and 
in all probability has previously given quite a bit of study and con- 
sideration to the value and condition of the facilities in which they 
are interested. 

It seems probable to us that provisions of S. 2047 for a deposit of 1 
percent of the bid, with a maximum of $100,000 are preferable to the 
provisions of H. R. 5728 requiring considerable larger deposits. We 
understand a major objective of the larger deposit is to prevent specu- 
lation in these facilities by irresponsible bidders. Satisfactory pro- 
tection in this respect seems to be provided by sections 9 (c) (3) (A) 
and (F) and 9 (f) (4) in the present bill. We favor the smaller 
deposit principally because we believe it may encourage bidding by 
more smal]-business enterprises. 

I want to thank you again for giving us this opportunity to express 
our views on this important legislation. 

The CuatrmMan. Are there any questions, gentlemen? 

We thank you very, very helpful to us. 

We have two more witnesses and if their statements are no longer 
than the previous one, maybe we can finish. 

Next will be Mr. Tisdale of the United States Rubber Co. 
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STATEMENT OF GEORGE M. TISDALE, VICE PRESIDENT, UNITED 
STATES RUBBER CO. 


Mr. Tispatr. My name is George M. Tisdale. I am a vice president 
of the United States Rubber Co. We welcome the chance to appear be- 
fore this committee to state our views and suggestions on disposal 
legislation covering the Government-owned synthetic-rubber-produc- 
ing facilities. United States Rubber Co. has been an operator for and 
a partner w ith the Government since the beginning of the program, 
both in operating and development activities and at the same time 
a substantial user of the rubber produced. 

The Congress in its wisdom stated in the Rubber Act of 1948, 
section 2: 

It is further declared to be the policy of the Congress that the security interests 
of the United States can and will best be served by the development within the 
United States of a free, competitive synthetic-rubber industry. In order to 
strengthen national security through a sound industry it is essential that 
Government ownership of production facilities be ended and terminated when- 
ever consistent with national security as provided in this Act. 

We have supported this position but have consistently urged at all 
previous hearings that the facilities be sold to private operators as 
soon as national security would permit. 

The President has recommended disposal, both Houses of Congress 
have bills before them calling for the enactment of disposal legisla- 
tion. Thus, those charged with the common defense preparations and 
national security say the time is now. United States Rubber Co. 
agrees and strongly recommends action before the Congress recesses 
or summer. 

. We have a large and complete natural-rubber stockpile. 

We have a sound, going synthetic-rubber industry, able to stand 
Ww thou mandatory controls. 

. World rubber availability insures much more than the minimum 
security tonnage of the Rubber Act being consumed voluntarily by 
consumers in the United States. 

. Patent pooling was terminated 2 or more years ago. 

Private industry gladly pooled the knowledge they had previ- 
ontie developed, under free ¢ ompetition, to their Government in time 
of need; they should now be permitted to return to our historical com- 
petitive system so as to be able to rapidly and more effectively advance 
~ technology of these synthetic rubbers. 

The rubbet r-consuming industry, as well as the world, deserves 
to hs ave the free competition of all rubbers so as to make the best avail- 
able always to our customers. ‘This aids our security. 

The Senate has before it S. 2047 and also will have H. R. 5728. Both 
bills present a disposal program designed to: 

Lee of the facilities. 

. Give full, fair value to the Government for the facilities sold. 

Provide for a competitive industry of capable, technologically 
ab % operators. 
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Provide a national defense clause insuring availability of the 
fac cilities in a future national emergency. 

Tend to set times for acting so disposal will take place, other 
things being satisfactory. 

We believe bill H. R. 5728 is preferable to S. 2047 and that its enact- 
ment would carry out disposal promptly, at the same time protecting 
the public interest, meet the policy clause of the Rubber Act, and 
assure fair value for the facilities. 

Once the Congress enacts disposal legislation, we hope the legisla- 
tive history will show it is oe wish of the Congress to get the job 
done without delay. H. R. 5728 seems to recognize this a bit better 
than S. 2047. Delay can * eontly as these facilities drop in value 
yearly. It is our firm conviction that interested purchasers have been 
thinking and preparing for this disposal for several years, so it does 
not come as a surprise. 

We believe the Commission for disposal is an excellent proposal, 
since such a group has a limited existence and a specific job to do. 

We feel the provisions for final review of disposal recommendations 
by the Congress is a most desirable one—it is the Congress which has 
so carefully preserved the status quo in the operation of these facilities 
by their legislation and their watchfulness over the national sec urity. 
Since now is deemed the time for the transfer to private hands, the 
Congress should be the last word on the protection of the security and 
the setting up of this competitive privately operated synthetic-rubber 
industry. 

Our company is most appreciative of the opportunity to appear 
before your committee and we are particularly impressed by the sin- 
cerity and interest of the Congress in their efforts to get the synthetic 
facilities into private hands. 

If I may make one other observation, Mr. Chairman. 

A statement was made here a little e: arlier that the tire companies 
and big rubber companies were making 20 to 25 percent profit. 

I wish somebody would tell me how we can do it. I have a little 
National City Bank statement I would like to put in the record which 
gives you a pretty good idea of what the earnings of the company are. 

The CnarrmMan. Let us see what it says here. 

Mr. Tispate. Look at the bottom line. It is almost the last line. 
You will see in 1951 and 1952, we were making a little over 3 cents on 
the dollar. 

The Cratrman. The net profit is shown here after taxes? 

Mr. Tispate. That is right. 

Senator Douenas. Was that percentage on gross sales? 

Mr. Tispate. That is net return to the company after all sales and 
all taxes. 

Senator Dove.as. What would be the percentage on invested 
capital ? 

Mr. Tispatx. It would vary in different industries. 

Senator Doue.as. Your industry ? 

Mr. Tispate. Ten to fifteen percent, pe rhaps. Maybe a little higher. 

The Cuamman. Without objection, this will be placed in the record, 
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(The document referred to follows:) 


Post-World War II profits after tares as a percentage of sales in major 
manufacturing industries 


1946 1949 
Drugs___- bn oe aie oa healer tet ee ace cian wha em ea ee 
Petroleum re pews si 9.4} Auto parts pial dee a teeter: ‘Mee 
Chemicals peu se clea ae diel 8. 9| Electrical equipment___..-..---- 6. 1 
Paper i= ae ; 8. 6 | Tobacco si ial ecard al 5. 5 
Iron and steel...._--------- , 5. 6) Rubber : Been: «ee 
Rubber ie 5. 6} All manufacturing ‘companies . 6.8 
Agricultural implements 1.5) 
Tobacco ib alk hee 1. 4] 1950 
Electric al equipment. i _ 4.0} Chemicals 7 er er me | Rit J 
Autos so ar . 3.6) Petroleum oo Balas cian 
Auto parts ; eR Sy ee et a ee 10, 2 
All manufacturing companies__-. 6.0] Drugs ; bit wine Stee ome ate 9.9 
OS TREE TE EAT EE 8.9 
1947 | Agricultural imple ments......... 8&3 
Paper__- se arson 11. 6| Iron and steel le haat ; ae 
Petroleum ae : ._ 11. 4} Auto parts cca wich 7.4 
Chemicals -_-------- ‘ 9. 5| Electrical equipme nt fee ere 
Drugs : Sel os 7. 8| Tobacco aaa, CE 
Auto parts se = 7. 2) Rubber acest. ee 
Autos ; aN 6. 5} All manufacturing compan [OR ae Glew 
Iron and steel ; 6. 2] 
Agricultural implements . 6.9] 1951 
Electrical equipment scl: LE URINE 5 st tian wl eae eee 9.9 
Tobacco paeaae ; _. 4.5] Petroleum- Kin Senta wg ind 11. 5 
Rubber 4.4] Paper__-_-- ew cao aieee eae, Cee 
All manufacturing ‘compan MG ae Fe RE ke ce cnws Le seme lees 9. 4 
Autos ies sli ibe dahalh catia nba ion inte. aa §. 2 
1948 | Agriculturs al impleme nts. pcagsask see 5. 4 
Petroleum _- Ses ..---.- 12.9] Iron and steel sas tylss s e eAlcealoe pe 5. 8 
Paper ss ; _... 10.6] Auto parts hana ar Alaa ees 4.5 
Chemicals tsa he _.-. 9.9] Electrical equipment ee 5. 2 
Autos iS a ey ag arg “ 7. 4) Tobacco wats Mis etie Be Oe 
Drugs ic chine abana -- 7.1] Rubber ‘ ee 
Auto parts ia eae 7. 1) All manufacturing companies jas) oe 
Iron and Steel ae 6. 7 | 
Agricultural impleme nts___-- 6. 2} 1952 
Electrical equipment___---_- Bear aDINEE oe cc. ioe Seinen ioe ‘4 
a lees See OS a ae ers 10. 5 
Rubber : er 1 1 | Paper ea : panei i.3 
All manu facturing companies 7. 5| Drugs st Sdeccueaca 8. 4 
Autos es Gate! ea 
1949 Agricultural implements - s wae. ae 
RNR a cs. acta eae 10. 3} Iron and steel_- scat eee fai 5.0 
Petroleum Cai aoe 9.9} Auto parts - dee occ sale eee 
Se ees i 8. 9] Electrical equipment__._._--.----. 4.6 
IIe aie lena w ae - 8.1] Tobacco......- ini oi wun ae 3. 4 
Agricu ltu ral imple ments_-_-- 7.6) Rubber_ eas hike a ae etme 3. 9 
SG NE OU ng ccna aa aoe 7. 2} All man ufacturing companies cin ee 


Source: Nationa] City Bank of New York, Monthly Letter on Economic Conditions. 


The Cuarrman. Do you have anything to say on this controversy 
this morning as to whether it should be 400,000 tons or 650,000 tons? 

Can you give us any help on that? 

Mr. Tispaue. I said we preferred the House bill and that has been 
raised to 500,000 instead of 400,000, originally. 

I agree with the witness, Mr. Johnson, when he said he did not think 
there would be any difficulty in selling these facilities. I think they 
will all be sold up to 650,000 petroleum butadiene capacity, and as 
much as I would like to say I think the present operators should have 
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precedence, I am not so optimistic as to believe we will have it but we 
certainly want to bid. We want synthetic rubber, we know the neces- 
sity of it for the national defense. We are going to keep this industry 
going, we have kept it going for 10 years in “partnel ‘ship with the 
Gover nment and we are not going to drop it now. 

The CHamman, Thank you very much, Mr. Tisdale. You have 
been very helpful and we appreciate your taking time out to come 
here. 

Our next witness will be Mr. Litchfield, chairman of the board of 
Goodyear Tire & Rubber Co. 

Mr. Litchfield. 


STATEMENT OF P. W. LITCHFIELD, CHAIRMAN OF THE BOARD, 
GOODYEAR TIRE & RUBBER CO. 


Mr. Lircurretp. I will take about 15 or 20 minutes and I will be 
glad to carry it over tomorrow, if the committee desires. 

The Cuairman, I think we are going to have the same problem 
tomorrow and if it is agreeable to you, we will be happy to stay here 
now and finish, if you wish to come forward. 

It is unfortunate we have the situation that we have today. We are 
going to have a worse one, | think, tomorrow, because the Congress 
has so many pieces of legislation that are expiring at midnight on 
June 30 that is going to ts ike a lot of long sessions. 

The Cuamman. You may proceed, Mr. Litchfield. 

Mr. Lrrcurretp. My name is Paul W. Litchfield. I have been as- 
sociated with the Goodyear Tire & Rubber Co., Akron, Ohio, for the 
past 53 years and I am chairman of the board of the company. 

I deeply appreciate this opportunity to appear before the com- 
mittee and express our views on the important subject of disposition 
of the Government-owned synthetic-rubber facilities. 

On June 4, 1953, I appeared before the House Armed Services Sub- 
committee and made a statement on this subject. My statement here 
today will be consistent with the views expressed on that occasion. 

We are in complete agreement with the objectives of the proposed 
legislation. We believe that the sale of the facilities to private enter- 
prise at this time will best promote the national security and the public 
welfare. 

We believe that the stimulus of free competition will encourage 
the development of new and better synthetic rubbers in addition to 
providing for any necessary expansions of capacity to meet the Na- 
tion’s needs. 

The synthetic-rubber program represents an extraordinary example 
of cooperation and teamwork between the Government on the one 
hand ard industry on the other. The Government stepped in during 
a critical period and financed and coordinated the construction and 
development of this essential industry. 

Industry supplied the patents, know-how, and trained technicians 
to actually operate this new venture. Its success, after numerous 
trials and errors, turned an extremely critical situation into a perma- 
nent benefit to mankind. 

Now that the Government-financed program has served its purpose 
and with the Nation’s security assured insofar as an adequate supply 
of new rubber is concerned, the objective is to enable private industry 
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to assume its normal responsibilities with respect to a coutinued sup- 
ply of this basic raw material. rs dy 

That private industry is ready and willing to assume its normal 
obligations in this instance is a foregone conclusion; that it will 
amply, efliciently and economically supply the Nation’s needs of this 
essential raw material is assured. 

Our views with respect to the individual provisions of the bill will 
follow the general order of the provisions in the bill itself, 

We hold no particular views regarding the establishment of a dis- 
posal board—in the Executive Office of the President—which, in turn, 
appoints and operates through a disposal agent, as compared to the 
establishment of a presidentially appointed commission as proposed 
in the House bill. The main point of concern is that adequate safe- 
guards be incorporated in either procedure to insure that final dispo- 
sition results in the maximum protection of our national security and 
in the best interests of the general public. We feel that either bill 
is adequate in these respects. 

The success of the finally enacted disposal plan rests entirely upon 
the performance of the membership of the board or commission re- 
sponsible for the execution of the plan. Considerable background 
knowledge and familiarity with the operational and physical aspects 
of the facilities must be accumulated along with a thorough appre- 
ciation of the Nation’s security and the public’s long-term best inter- 
ests. The Board or Commission should not be bound by restrictive 
legislation that will in any manner tend to prevent it from accom- 
plishing these objectives. 

In recognition of the very complex task and the many unforesee- 
able situations that will arise, it would seem wise to preserve sufficient 
flexibility in the legislation in order that the Board or Commission 
may give full consideration to impossible-to-foresee situations that 
may arise during negotiations. This is wise in order to facilitate 
disposition and properly administered, does not detract from the 
soundness of the general plan. 

Since the Special Inquiry Committee, consisting of Messrs. B. M. 
Baruch, chairman; Dr. J. B. Conant, and Dr. Karl T. Compton 
rendered such notable and valuable service in submitting the Baruch 
report which resulted in bringing order out of chaos and served as 
the Nation’s bible on rubber matters during the critical days of World 
War IJ, finally resulting in a sizable industry which today we seek to 
return to private industry, we urge that the services of these indi- 
viduals, or as many of them as can be induced to serve be utilized in 
the administration of the disposition of the industry which the out- 
growth of their earlier deliberations. 

Thus the public (and the Congress) would be assured that the best 
possible disposition of the facilities, after taking all factors into 
account, had been achieved in behalf of the Nation’s security and of 
the public welfare. 

With respect to the time period which involves the appointment 
of an appropriate Board or Commission, the establishment of specific 
“round rules” under which proposals to purchase or bids may be 
accepted, the advertising and receipt of bids, the subsequent period 
of negotiations, and the period of review by the Board or Congress, 
we believe that all of these activities should be scheduled for com- 
pletion by a deadline date of not later than July 1, 1954. 
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The taxpayers are entitled to receive fair value for each of the 
remaining 29 facilities—out of an original 51—still left to be disposed 
of. Thus a substantial cash return, and we believe the return will be 
substantial, is entirely aside from the national-security value and the 
benefits to the world’s consumers of rubber articles which have risen 
as a result of lower-cost natural rubber due to the availability of 
synthetic rubber in adequate quantities at reasonable prices. We are 
confident that all prospective purchasers of the facilities anticipate 
paying the fair value for such facilities as they may require. 

Due to locations and physical limitations of the individual plant 
facilities, no one plant will produce the complete range of types and 
items. Therefore, every large and small fabricator, regardless of 
whether he is also a producer or not, will most likely be a customer of 
several producers. This type of commercial relationship is standard 
practice throughout our free-enterprise system and of necessity will 
become standard practice in this field. 

Every supplier builds up his customer acceptance based upon qual- 
ity of product and service. Satisfied customers are his most valuable 
asset and in his own interests he will strive his utmost to broaden his 
base of satisfied customers. To be efficient and economical in opera- 
tion, these synthetic-rubber plants must operate at a near-capacity 
rate. This means diversification of products and customers to the 
greatest practical degree in order to maximize stability of plant 
output. 

For these reasons, we shall endeavor to supply as many customers 
as the capacity of the facilities acquired by us will permit. All sup- 
pliers endeavor to meet their customers needs as to quantity, quality, 
service, and so forth, in their respective fields, and this in turn requires 
expansions, improvements in quality, introduction of new products, 
and so forth. 

In fact, this is the basis of our free competitive system, which all of 
us here are striving to achieve aud in which the American public is 
thec hief beneficiary as evidenced by our standard of living today. 

In view of the rather neat balance between demand-supply of 
total new rubber—natural and synthetics combined—the disposal plan 
should insure the potential manufacture of not less than 600,000 long 
tons of general-purpose synthetic and 70,000 tons of butyl rubber. 

While we feel that more than 600,000 and 70,000 tons potential 
capacity, respectively, of general-purpose and butyl rubber will be 
sold, we feel that the Nation’s security and welfare require no less 
than these potential capacities be ¢ ‘ontinuously available. Even these 
quantities are inadequate to meet the needs of the United States should 
our supplies of natural rubber be interrupted, or disaster befall any 
one of the major synthetic plants, or in case we should be called upon 
to supply any appreciable quantities to our allies. 

We urgently request that legislation provide for a continuation of 
near-capacity output until an inventory of up to 200,000 long tons 
of general-purpose rubber has been accumulated, or the facilities have 
been disposed of, whichever is sooner, (1) as national security, (2) to 
stabilize production levels and avoid startups and shutdowns, (3) to 
enable long-range and therefore more economical arrangements for 
retaining facilities in adequate standby, and (4) to facilitate a smooth 
and orderly transition of ownership of individual facilities to private 
enterprises, 








98 DISPOSAL OF RUBBER PLANTS 


Senator Doueias. That is in addition, I take it, to the national 
stockpile ? ee 3 

Mr. Lircurietp. The stockpile is natural rubber. This is synthetic 
rubber. 

Senator Doveras. I thought you said the inventory was 200,000 
long tons of general-purpose rubber. ‘That is synthetic rubber? 

Mr. Lircurtetp. That is synthetic rubber. 

The Cuarman. Are you thinking about building up 200,000 long 
tons before they are sok L to private enterpr ise ¢ 

Mr. Lircurievp. Yes; or until they are sold, whichever is sooner. 

The Cnamman. In other words, you would like to accumulate 
200,000 tons in inventory / 

Mr. Lrrcurrevp. Yes. 

The Cnatrrman. Who would own the inventory ? 

Mr. Lircnrievp. It should be owned by the Government at the time. 
‘They would be the custodians 

The Cuamrman. Your recommendation is that the Government 
build up an inventory and hold it to be sold later ? 

Mr. Lircurie.p. That is right. We think that is about what you 
need in addition to the general use which is held by the industry itself. 

With particular regard to the transition problem, this reserve inven- 
tory would be utilized to fill orders from fabricators until they have 
made all arrangements for their supplies from the private producers. 
Thus disruptions to consumers and producers alike would be mini- 
mized. Even though both consumers and producers will in their own 
interests strive to establish regular commercial relationships as quickly 
as possible, it is too much to hope that all of these relationships can 
be established suddenly and without some disruption. A reserve 
inventory would mainly accomplish two things: First, increase our 
national security; and second, insure an orderly transition. 

The bill provides for the transfer of any residual inventory to the 
General Services Administration—1 year after the plants are sold—for 
disposal as surplus property. Inasmuch as the existing petroleum- 
butadiene facilities will not quite balance consumer requirements as 
now forecasted, and inasmuch as 6 to 9 months would be required to 
reactivate the aleohol-butadiene facilities, or an even longer period 
would be required to expand petroleum-butadiene facilities, it seems 
that the wise thing to do is to build up an adequate reserve inventory 
which would be transferred to the General Services Administration. 

Such an inventory, in the neighborhood of 200,000 long tons, to be 
drawn upon by fabricators in the event of disruption of our supply 
of natural rubber, if synthetic production capacity failed to meet 
requirements through fires, exp aus or other unforeseen reasons, 
would insure all fabricators of adequate supplies of raw materials 
pending a correction of the difficulties. 

Any other course exposes the security of this Nation in the first 
instance; and secondly, assuming the natural-rubber stockpile un- 
touchable except in an extreme crisis, needlessly exposes the American 
public to a shortage of and higher prices for essential products. 
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The future general purpose synthetic-rubber production and inven- 


tory program presently directed by RFC appears as follows: 


> 


RFC program, June 10, 1953 
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The most you could get in the period ending July 1, 1954, 1s 172,000 
tons, and it would be another period before you could get up to the 
200,000 tons. 

If you cut down now, there is no means of catching up later if you 
chi ange your mind. 

The last column shows the potential inventory that can be realized 
if the present rate of production is maintained. 

Operations of the synthetic rubber program for the 1953 fiscal year 
ending June 30, 1953, shows a net profit after all operating charges, 
including interest on funds, depreciation, taxes, maintenance of 
standby facilities, reactivation charges, use of high-cost feed stocks, 
and so forth, amounting to over $62 million, or about 16 percent net 
profit to sales. 

The estimate for operations in 1954 fiscal year based on planned 
operations and existing prices, indicates that next year’s profits will 
substantially exceed the $62 million realized in 1953 fiscal year. The 
next year’s program is limited by a maximum inventory of 85,000 
long tons—114 month’s supply—now awaiting approval by the Bureau 
of the Budget. 

Inasmuch as the synthetic rubber operation generates its own funds 
without any fiscal appropriation by the Congress whatsoever and 
inasmuch as the 1954 fiscal year operations are calculated to realize a 
net profit of well over $62 million, it would appear that a portion of 
the funds generated as profits through the year should be turned into 
inventory until the 200,000-ton reserve inventory has been accumulated. 

Since appropriations of taxpayers’ funds are not involved but rather 
since an increase in returns to the Federal Tre asury upon ultimate 
liquidation of the inventory is assured, we urgently request that a 
portion of the 1954 profits be turned into areiee? Such action will 
not only assure an orderly transition period, but will contribute ef- 
fectively to the Nation’s security in the event of any future threat to 
the natural-rubber-producing areas, or in case of serious disruptions in 
production—as has happened before through explositions, fires, and 
so forth—in any of the synthetic plants. 

We are in accord with the gener: nl provisions of the bill which have 
not been commented upon specifically. 

In summation we feel that— 

The plants should now be sold, national security in rubber being 
assured. 
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The plants should be sold by negotiation, fair value thus being 
assured. 

3. Other things being equal, the plants should be sold to operators 
with proven ability to manufacture synthetic rubber and its com- 
are De , F 

Che competitive pattern in the industry should be observed as 
a sely as possible in the disposal program. 

I want to thank you for giving me this opportunity to present our 
views on this very import: ant legislative undertaking. We are at your 
service if we can be of further assistance to you. 

The Cuarrman. Mr. Litchfield, you inject one new point into this 
business, and that is the 200.000-ton inventory. I do not believe we 
have had any testimony to that effect before. 

Did you testify to this effect before the House committee ? 

Mr. Lrrcurievp. Yes, I did. 

The Cuatrman. Did they place it in their bill? 

Mr. Youarrem. No, sir. 

The Cuairman. Do you have any comment to make upon that? 

Mr. Youarem. I would not like to make a spur-of-the-moment com- 
ment on something as imports unt as that without thinking about it. 

Mr. Lircurievp. I think the industry view is quite unanimous on that 
subject 

The Cuamman. You feel that the Government ought to accumulate 
at least a 200,000-ton inventory prior to disposing of the plants to 
private industry. 

Mr. Lircurmrp. Or if they dispose of the plants before that is 
reached, if they have comple ted the disposal before that, then it proba- 
bly could be. 

The Cuamman. Would that mean increased production over the next 
few months? 

Mr. Lircnrrevp. It would be continuing the same rate of produc- 
tion you now have, right straight along. That is the maximum ca- 
pacity at the present time. If you should cut down now and later on 
want to increase it you could not possibly do it. You have to go right 
on now. 

The Carman. In other words, you are suggesting that they con- 
tinue production at the present — right str aight through, with a 
possibility maybe of increasing it a little, thereby accumulating as 
many tons for inventory as ails when this transition takes pl: uce. 

Mr. Lrrcnrrevp. Up to 200,000 tons, and I think even at the present 
rate of production you couldn’t get more than 170,000 tons by next 
July 1. 

The Cuamman. Do you have any testimony or is there thought on 
the part of anyone that the Government from ‘this point on, let us say, 
moe | decrease production and thereby decrease their inventory ? 

Mr. Lircurtmetp. The present plan is to reduce their production 
right away and not let that accumulate beyond 85,000 tons. 

The Cuarrman. There is nothing about that in the legislation. 

Mr. Lrrcurietp. Nothing in the legislation. That is the present 
attitude of the Bureau of the Budget. 

The Carman. That is the present attitude of the Bureau of the 
Budget of the administration to reduce the inventory to the lowest 
possible point prior to the sale of the facilities. 
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Mr. Laircurievp. They had it still lower. They have recently, as I 
understand it, increased the possibilities of going up to 85,000 tons, 
and the — try is quite satisfied that that is not enough. 

The Cuamrman. At the time they sell the facilities they should have 
no ‘cor ae 

Mr. Lirenrrevp. I don’t think it is a question of no inventory; it is 
just a question of degree. 

The Cuamman. That is one of the new thoughts that you gave us 
in connection with this matter. 

Are there any questions ? 

Senator Dovaras. Does synthetic rubber deteriorate under stock- 
piling any more than natural rubber ? 

Mr. Lircnrierp. No, sir; it does not. It is all a question of proper 
storage. 

Senator Doveras. In view of the danger of losing the natural sup- 
ply of rubber, are you not rather moderate in estimating a minimum 
reae rve of 200,000 tons of synthetic ? 

Mr. Lircurieip. The stockpile is supposed to be untouchable ex- 
cept in case of a crisis, and then you immediately have to turn to more 
synthetic. This is only about 114 months’ supply that I am talking 
about now. That is certainly small in our opinion. We think it 
should be at least that. 

Senator Doveias. That is my point. 

The Cuarrman. Senator Bennett, have you any questions? 

Senator Bennerr. I have no questions. 

Senator Dovetas. Mr. Chairman, I have one other question with 
regard to your statement on page 6, Mr. Litchfleld, where you say the 
competitive pattern in the industry should be observed as closely as 
possible in the disposal program. 

I wondered precisely what you meant by that. 

Mr. Lrrcenrretp. We would like to see the thing balanced so that 
when you get through with this thing, the normal operation would be 
that there should be reasonable competition so that the various branches 
should be in competition with one another. There shouldn’t be chance 
for long profits for one and short profits for another. 

Senator Doveras. You do not mean that the Big Four should pur- 
chase synthetic capacity in approximately the same ratio that they 
now supply the market? 

Mr. Livcnrieip. I would like to see it so that those now using it 
could possibly have a chance to purchase as much as their regular 
historical proportion of the requirements. 

Senator Doveras. That they should ? 

Mr. Lircurreip. They should; yes, sir. 

Senator Doveras. In other words, that the historical proportion 
of supply would be maintained. If your company, for instance, had 
X percentage of the total supply in the past, it should purchase X 
percentage of the synthetic facilities. 

Mr. Lirenriecp. Of the synthetic facilities. 

The Cramman. You are vitally interested in seeing that all small 
companies and users of synthetic rubber should get all that they have. 

[r. Lrrcnrterp. Absolutely, and I think it has been done very well 
under the present oper: ation that has been going on for several years. 
They have been afforded a chance to have equal rights. They have 
all been getting their proper amount at the same price, the costs have 
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been the same, and everybody has been treated the same. In most 
cases where there was a shortage and allocation was necessary, it has 
been divided up. 

The Cuairman. I am not criticizing, but it has been a very fine 
cartel. 

Mr. Lircurm.p. If you want to call it that. 

The Cuarman. By the Government in this instance. 

Mr. Tisdale, did you have something further to say ¢ 

Mr. Tispae. I would like to supplement Mr. Litchfield’s new in- 
troduction on this inventory. I likewise was present at the Industry 
Advisory Committee on June 10 which meets with the RFC, and we 
unanimously recommended that they do not shut down these alcohol 
plants, because we must have a transition inventory and yet I under- 
stand—and the figures Mr. Litchfield has justifies it—that the Bureau 
of the Budget is aiming for 85,000 tons. The industry is unanimously 
against that because of the expense of shutting down, and because 


of the necessity " having this inventory. 

The CHAIRMAN. Aretl ere any further quest] ions 

Senator Doveras. It is apparently the alcohol pl: ints that are under 
considet ition. What is the average Cost of production of synthetic 


rubber in the aleohol plants ? 

Mr. Lircnrretp. The average production is higher. Even at the 
present alcohol plants they are producing so that there is no loss on 
aleohol-produced rubber at the present selling price. 

Senator Doueuas. Is it 27 cents? 

Mr. Lirrcnrievp. It is 23 cents. 

Senator Doua.as. Synthetic? 

[r. LircurieLp. Synthetic, yes. 

Senator Dovenas. Alcohol costs are only 23, cents at full produc- 
tion. 


ly. Lircurrerp. As I understand it, the present price control they 


have hee n using produces alcohol-base synthetic at 23 cents, although 
petroleum-based synthetic is very much under that 
Senator Doucerias. In other words, it is not making any loss, and it 


is not making any gain. 

Mr. Lircurrevp. It is making no loss and it is all averaged in. 

. f'reepLANper. As I said earlier this morning, I want to support 

Mr. Litchfield’s statement with reference to the 200.000 tons. We are 
very much in favor of it. 

The Cmarrman. You are in favor of the idea of a couple of hundred 
thousand tons? 

Mr. FreepLANpeEr. Yes, sir. 

The CHairMaNn. Has anyone else anything to say before we close 
today ? ; 


If not, forever hold your peace. 


— 
— 
— 





We will recess now until 10 o’clock tomorrow morning in the same 
room at which time the B. F. Goodrich Co., Sinclair Refining Co.. 
the Rubber Heel and Sole Institute, the Phillips Petroleum Co., the 
Hewitt Robbins Co., and the Lee Rubber & Tire Co. will be here. 

We thank you, Mr. Litchfield. We know what a sacrifice you made 
to come in here in this hot weather , and we appreicate it very much. 


as hereupon, at 12:45, the committee recessed to reconvene at 10 
, Friday, June 26, 1953.) 
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DISPOSAL OF RUBBER PLANTS 


FRIDAY, JUNE 26, 1953 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND ( 1 RRENCY, 
Washington, D.C. 

The committee met pursuant to recess, at 10 a. m., In room 301. 
Senate Office Building, Senator Homer E, Capehart (chairman) pre- 
siding. 

Present : Senators ( ‘apehart, Bricker, and Payne. 

The Cu AIRMAN, The ommitte e Wil il] come to order, please. 

Our first witness will be Mr. John L. Collyer, president of the B. F. 
Goodrich Co. 

I want to again apologize to you witnesses because of the situation 
we find ourselves 1 In tod: ay, as we ll as vesterd: Ly, namely that the Sen- 
ate went into session at 10 o’clock yesterd: Ly and they are in session 
again at 10 o’clock this morning, which makes it almost impossible for 
many of our committee members to attend this hear Ing. It was one of 
those unforeseen and unavoidable things, and we will do the best we 
can. 

First I would like to read a telegram received from Thomas Robins, 
JYr., preside nt of Hewitt Robins , Inc., and Kentuc ‘ky Sy nthetic Rubber 
Corp. Mr. Robins was scheduled to be one of our witnesses this morn- 
ing. and he will be unable to attend. He sent me the following wire 
which I shall read at his request and then make it a part of the record: 


In view of previous testimony do not feel necessary I should appear before 


your committee Friday, June 26 We heartily endorse general proposal to sell 
synthe rubber plants to private industry We definitely concur recommenda- 
tions Mr. Litchfield and others that Government owned GRC working inventory 
be built up as close as eae to 200,000 tons prior disposal. We also concur 
recommendations Mr. Freedlander concerning obligatory cross licensing also 
his recommendations limiting percentage of ownership to say 16 or 18 percent 


of total plant capacity sold. We made this same recommendation to House 
committee. 

Without objection, this will be made a part of the record. Without 
objection, I wish to place in the record a statement that I have received 
from Mr. H. W. Ferguson, vice president of Humble Oil Co., of Hous- 
ton. Tex.. and a letter from the chamber of commerce, Naugatuck, 
Conn. Also a letter or statement from the United States Rubber Re- 
claiming Co., Inc., Buffalo, N. Y.; and a statement from F. T. Koyle, 
Rubber Trade Association, of New York. 

(The communications referred to follow :) 

STAMFORD, CONN., June 25, 1953. 
Senator Homer E. CAPpEHART, 
Senate Banking and Currency Committee, 
United States Senate: 

In view of previous testimony do not feel necessary I shoula appear before 

your Committee Friday, June 26. We heartily endorse general proposal to sell 
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synthetic-rubber plants to private industry. We definitely concur recommenda- 
tions Mr. Litchfield and others that Government owned GRS working inventory 
be built up as close as possible to 200,000 tons prior disposal. We also concur 
recommendations Mr. Friedlander concerning obligatory cross licensing also his 
recommendations limiting percentage of ownership to say 16 or 18 percent of 
total plant capacity sold. We made this same recommendation to House Com- 
mittee 

Hewirr Rosrns, INC., AND KENTUCKY 

SYNTHETIC RUBBER CorP., 
THOMAS Kosins, Jr., President. 


STATEMENT OF H. W. Ferauson, VICE PRESIDENT, HUMBLE OIL & REFINING Co., 
Houston, TEx. 


My name is Harry W. Ferguson. I am a vice president and a director of 
Humble Oil & Refining Co., a Texas corporation, in charge of refining and sales 
operations. During World War II, the Humble Co. operated, and currently is 
operating, in behalf of Reconstruction Finance Corporation, plants capable of 
producing about 48,000 short tons annually of butadiene and about 42,500 long 
tons annually of butyl rubber. 

Congress is confronted with the problem of determining whether it is sound 
policy in the interest of national security to enact legislation under which the 
several plants comprising the Government-owned synthetic rubber industry may 
be disposed of to private enterprise; and if so, of framing satisfactory legislation 
to accomplish this objective. 

We believe that the time is now at hand when it can be urged without reserva- 
tion that there is no need, for security or other purposes, for the Government 
to retain ownership, management, or control of the synthetic-rubber industry. 
There are four reasons why Congress should authorize disposal of the plants: 

(1) On principle the Government should not own and operate industrial plants 
which can be owned and operated by private industry. While war emergency 
conditions incident to the curtailment of natural-rubber supplies in 1942 required 
that the Government own and arrange for the operation of the synthetic-rubber 
plants, these emergency conditions no longer exist and are not likely to recur in 
the foreseeable future. 

(2) If sold, the plants can and will be operated by private enterprise to 
produce their share of the demand for synthetic rubber. Total rubber demand 
has increased substantially in recent years and should expand even more in the 
future. Moreover, synthetic rubber has demonstrated its ability to compete with 
natural rubber and will supply its share of the expanded market. No controls 
or requirements of mandatory use will be required to assure synthetic-rubber 
production and use. 

(3) Ownership and operation of the plants by private industry will spur re- 
search. While the plants have been under Government ownership, only a modest 
research program in synthetic rubber has been carried out and few new develop- 
ments have been made. If the plants are placed in private hands, as a result 
of the multiplicity of effort on the part of competing operators, there should 
be many developments of new uses for synthetic rubber and substantial improve- 
ments in existing products. 

(4) Placing the plants in private hands and thus spurring research and devel- 
opment will be in the interest of national security. If a new emergency should 
arise, we will have the productive capacity of a fully developed private industry 
available to supply its share of the Nation’s needs, 

We have considered the program for disposal set forth in the study made by 
Reconstruction Finance Corporation dated March 1, 1953, and entitled “Program 
for Disposal to Private Industry of Government-Owned Rubber-Producing Facili- 
ties.” We have also considered 8. 2047, known as the Rubber Plant Disposal Act 
of 1953, which bill has been introduced in the Senate and is pending before this 


committe Our comments herein will be limited to the provisions of S. 2047, 
since only the provisions of that bill are before the committee, 
With two exceptions, we believe that S. 2047 provides a reasonable, sound, 


and workable means whereby sales of the plants may be effected. The two 
exceptions are: 

(1) The bill rejects the idea of sales on the basis of competitive sealed bids. 
Instead, it authorizes the Disposal Board through a disposal agent to invite 
bids from interested purchasers and thereafter negotiate with bidders for the 


a PELE 
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purpose of entering into definitive contracts of sale. ‘The disposal agent is di- 
rected to develop a disposal plan which will realize for the Government the fair 
value of each facility and that “will not, in the opinion of the Attorney General, 
tend to create or maintain a situation inconsistent with the antitrust laws.” <A 
disposal pursuant to such plan should be deemed not to violate the antitrust laws. 
If the disposal plan is not disapproved by the Board, it may be carried out. 

Under the procedure thus set out, determination of the price at which the 
plants would be sold and the purchasers to whom they would be sold is within 
the discretion of the disposal agent and of the Board. 

This method of disposal has no doubt been adopted with the thought that it 
would enable the Government to receive full value for the plants and so that there 
will be competition in the production and marketing of the products. 

We are in accord with these two objectives but we do not believe that the 
method chosen for achieving them is sound or wise. In our opinion, the better 
procedure would be simply to require that the plants be sold on the basis of com- 
petitive, sealed bids, reserving in the disposal agency the right to reject all bids 
and to request new bids. Sales may then be made to the companies or individuals 
making the highest bids and who at the same time are qualified through tech- 
nical accomplishments, financial responsibility, and manpower to carry on the 
operations. 

L.kewise, we do not believe it is sound to require that the disposal program 
developed by the disposal agent be one which “will not, in the opinion of the 
Attorney General, tend to create or maintain a situation inconsistent with the 
antitrust laws.’ We are, of course, in accord with the purposes of the anti- 
trust laws and believe in their enforcement. However, the criterion chosen in 
S. 2047 is not whether the disposal plan is in compliance with the antitrust laws 
but is the opinion of the Attorney General whether the plan tends to create a 
situation inconsistent with these laws. What is fair and effective competition 
between the purchasers of the plants and what constitutes a monopoly are legal 
matters defined by the antitrust laws themselves and the decisions construing 
them. S. 2047, however, would substitute the Attorney General’s opinion for 
the law as to what constitutes a violation of these statutes. It is clear to us 
that delegation of authority of this type is unsound on principle and has no 
proper piace in disposal legislation. The disposal legislation should not contain 
any provisions of this character but should rely upon the Federal antitrust 
laws themselves and the decisions construing them as proper safeguards to 
prevent the acquisition of plants and the sale of synthetic rubber and its com- 
ponents which would be in restraint of trade or create a monopoly. 

It is thus our view that the sale of the plants upon competitive sealed bids 
(with the right in the Board or the disposal agent to reject all bids) will realize 
the objective of providing fair competition in the production and marketing of 
synthetic rubber and its components more properly and adequately than the 
method employed by S. 2047. Moreover, we would point out that a provision 
conferring such unusual powers upon the Attorney General might operate to ex- 
clude from the field of purchasers companies especially equipped through tech- 
nical accomplishments, financial responsibility, and otherwise to carry on the 
operations, to the detriment of the national security. 

(2) We also object to the provision of S. 2047 which would require that the 
prospective purchaser outline the general terms and conditions which he would 
be willing to accept “in order to make the end product of such facility available 
for sale to small-business enterprises and users” and to the ocrresponding pro- 
vision which would require that the disposal plan “insure that small-business 


enterprises and users * * * receive a fair share of the end products of the 
facilities sold.” 
The plants should be sold to private industry under the conditions obtaining 


generally under our free competitive enterprise system. Purchasers of the plants 


should be able to select their own customers and to engage in trade subject only 
to the laws affecting business generally. 


g 

Moreover, the provisions in 8. 2047 relating to this subject in our opinion 
are so vague and uncertain that they could not be adequately carried out. For 
example, as a bidder for the facilities adjacent to our Baytown refinery, we 
would scarcely know how to arrive at or determine conditions under which we 
would be willing to make products available to small enterprises since we would 
not know the identity of the small enterprises who might elect to purchase, the 
quantities of product required, or the price proposed to be paid. Moreover, we 
would hesitate to offer any preferential treatment since this might involve viola- 
tion of one of the several Federal antitrust laws. 
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All things being considered, it seems clear that provisions of this character 
have no proper place in disposal legislation. 

If Congress enacts appropriate legislation providing for the sale and disposal 
of the synthetic-rubber plants and the Government does not compete with private 
industry in any of its operations (and S. 2047 contemplates there would be no 
such competitino), this company would be interested in bidding upon and acquir- 
ing the butyl-rubber plant situated at Baytown, Tex., and might also be interested 
in bidding upon and acquiring the butadiene plant situated at Baytown, Tex, 


CONCLUSION 


To sum up our views very briefly, we believe: 

(1) Congress should enact legislation providing for the disposal of the Goy- 
ernment-owned synthetic-rubber plants to private industry; and 

(2) The disposal program contemplated by 8. 2047 would more properly accom- 
plish this objective if it were changed— 

(a) To provide for the sale of the plants on the basis of competitive sealed 
bids with the right reserved in the disposal agent or the Board to reject all 
bids ; 

(b) To eliminate those provisions under which a disposal plan is required 
to be conditioned upon the opinion of the Attorney General that it does not 
create or maintain a situation inconsistent with the antitrust laws; and 


(c) To eliminate those provisions relating to small business. 





NAUGATUCK CHAMBER OF COMMERCE, 
Naugatuck, Conn., June 18, 19538. 
Hon. Homer E. CAPEHART, 
Chairman Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

My Dear SENATOR CAPEHART: I have been authorized by the officers and 
membership of the Naugatuck Chamber of Commerce to transmit to you our 
views regarding the pending legislative proposals for disposal of the Government 
monopoly on product on of GR-S and GR-I (butyl) synthetie rubbers. 

The Naugatuck Chamber of Commerce has adopted the following resolution on 
this matter: 

“We favor the sale of the Government-owned synthetic-rubber facilities and 
manufacturing operations to private industry with provisions to insure the 
maintenance of a competitive position between the private producers and to in- 
sure maintaining production capacity adequate for national security.” 

There are reported to be 29 facilities involved in the Government-owned 
synthetic-rubber operations of which 14 are plants producing GR-S, 2 produc- 
ing Ght-I, and the others producing raw materials for the polymer plants. 
The GR-S plants, with one exception, are presently operated under contract with 
the Government by rubber manufacturing companies. About 25 or 30 rubber 
companies are represented in these operations individually or in associations. 
The other facilities are operated by petroleum and chemical companies. 

In Naugatuck we are principally concerned that the disposal plan insure that 
the local GR-S plant be continued in full operation to provide employment for 
local people, to maintain payrolls to support the community’s business, and 
that its production be available as at present to supply the needs of the New 
England rubber industry. 

We feel that these objectives can best be accomplished by sale to an operating 
company now engaged in manufacturing operations in the New England area. 
We are opposed to any arbitrary restrictions which may be incorporated in the 
legislation to the disadvantage of New England manufacturers who may be 
interested in acquiring the Naugatuck GR-S plant on a freely competitive basis. 

We appreciate your broad interest as chairman of the Senate Banking 
Committee in the proposed sale of the Government synthetic plants and hope 
that the local interests at the various plant locations will be given adequate 
consideration in the legislation as finally adopted. 

Very respectfully yours, 


PAUL J. ROBINSON, 
Chairman, Legislative Committee. 
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UNITED StTaTes Russer ReEcLAIMING Co., INC., 
Buffalo 5, N. Y., June 22, 1958. 
RFC PLant Disposar SuscOMMITTER, 
SENATE BANKING AND CURRENCY COMMITTEE, 
Senate Office Building, Washington, D. C. 

GENTLEMEN: Unfortunately, I am unable to be present at the hearings to be 
conducted by you with respect to the disposal of federally owned synthetic 
rubber plants, which are scheduled for June 24, 25, and 26. 

I would appreciate your making the following statement a part of the record. 

It should be remembered that there are two kinds of rubber made in the 
United States—Synthetie rubber, of which much has been heard, and reclaimed 
rubber, which is rarely mentioned. 

It was fortunate there was a healthy reclaimed-rubber industry in 1941 for 
without it no one knows how we would have fared in World War II. It bridged 
the gap from the time our supply of natural rubber was shut off by the Japanese 
invasion of Malaya and Indonesia until the synthetic plants were built and 
producing. In 1942 and 1948, it was practically the only rubber hydrocarbon 
being produced and was all important in piecing out the small inventory of 
natural rubber in this country. It was the main reason the required war and 
essential civilian products could be made. 

Again in 1950 and 1951 during the period of the Korean incident when there 
was a severe shortage of new and when our stockpile of natural rubber was 
being increased, it made possible the success of that program. 

The importance of this industry from a national security standpoint is 
evidenced by the following figures. In 1942 total consumption of synthetic 
and natural rubber was 304,442 long tons and of reclaimed rubber 254,820 long 
tons. In 19438, 488,525 long tons of natural and synthetic rubber were con- 
sumed versus 291,C82 long tons of reclaimed rubber. 

The reclaimed-rubber industry is entirely financed by private investors. 
During the critical period of 1942, Rubber Director J:ffers asked that we 
increase our production by 20 percent. This was accomplished by the com- 
panies then in existence without the assistance of one dollar of help or subsidy. 
In 1951 our facilities had been increased so that there was available 346,121 
long tons of reclaim for consumption in this country. 

Since the synthetic plants have been buiit, we have felt the competition 
very keenly. During the years 1948-51, manufacturers of rubber products were 
compelled by governmental edict to use certain ratios of synthetic rubber in 
their products. We, as a competing American industry, could have asked for 
the same protection and could have made a good case for ourselves, but we 
did not do so. We preferred then, as we do now, to sell our material on its 
merits. W» would be glad to compete against the synthetic-rubber industry 
if it was owned by private companies which have the same expenses and taxes 
to pay and dividends to concern themselves with as we do. It is supposed to 
be sold at cost and it is stated that at its present selling price of 23 cents per 
pound, it is showing a small profit. I cannot quite check this with the state- 
ment on page 31 of the RFC report of March 1, 1953, that unrecovered cost to 
the American people was as of December 31, 1952, $446 million. It has been 
suggested, recently, that a selling price of $300 million for the plants would 
be reasonable. It seems to me that this represents a loss of the taxpayers of 
$146 million plus the taxes which private industry would have had to pay 
since the plants were built. 

It is believed that the price at which RFC is selling GR-S is below the price 
at which private industry would sell that product. Inasmuch as the taxes 
paid by the reclaimed-rubber industry represent, in part, the funds utilized 
by the Government to finance the operation of synthetic-rubber plants, it ap- 
pears inequitable to the reclaimed-rubber companies as taxpayers that they 
should thus be subjected to such unfair competition. Consequently, we feel 
that this practice should be terminated at once. There may be a tendency 
to consider that it is unnecessary to take any action to correct this situation in 
view of the pending disposal of the plants; however, it should be borne in 
mind that RFC will continue to operate and sell for a period of at least a year, 
and it is possible even a longer period of time may be involved. Accordingly, 
we feel that action should be taken now to adjust the price at which the RFC 
sells GR-S to more adequately reflect the cost of such material if produced 
privately, 

In this connection, the report which was submitted by this committee on 
March 13, 1952, relating to the Rubber Act of 1948 contained the following 
statement: 
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“The Government now enjoys a practical monopoly in synthetic rubber. But, 
in selling a product which in the near future may well become a major manu- 
facturing field for private industry, there would appear to be no reason why 
the selling price determined by the Government should not reflect more closely 
the selling price that private enterprise would expect if private industry were 
operating the plants. The present selling price of synthetic rubber omits 
t: ales expenses, since no advertising is involved and no sales persons 
are involved. No provision is made for income taxes. And the Government 
in determining the selling price of synthetic rubber had included interest on 
Government funds invested a rate which probably is lower than that which 
would be obtained by private borrowers from private lenders. In other words, 
the return on the government investment would appear to the committee to be 
well below that which private industry engaged in a relatively new industry 
would demand. For these reasons, it would appear to the committee that the 
price of synthetic rubber charged by the Government should more closely coin- 
cide with the price that private industry may normally be expected to charge 
at such time as private industry acquires the facilities.” 

Many others have this same viewpoint with respect to the pricing policy 
to be pursued until the plants are finally disposed of. 

Reclaimed rubber is mentioned in a footnote on page 33 of the RFC Report 
which states, “Except as noted in the text at this point it does not appear 
that disposal would have any material effect on the reclaimed rubber industry.” 
at is not so, 

On this same page the statement is made that “No purchaser (of a GR-S 
plant) should be required to operate in competition with the Government for 
it is clear that there is no basis on which such competition can be fair to both 
the plant purchaser and to the c nsuming public. Were the Government to con- 
tinue the program in the present manner and with the present pricing policies, 
clearly the competition would be ruinous to the purchaser.” As a manufacturer 
of a competing raw material, the reclaimers are entitled to the same consideration. 

It is interesting to note the rubber consumption figures for the years 1951, 
1952, and early months of 1953 
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Ist Ist 
1951 1952 quarter quarter 

1952 1953 
i bt 454, 015 453, 835 107, 512 143, 467 
et ubber 760, 283 807, 578 206, 886 219, 835 
Total 1, 214, 298 1, 261, 413 314, 398 363, 302 
Reclaim ibber 346, 121 280, 002 75, 868 | 76, 180 


Note that despite an increase in consumption of new rubber in 1952 as compared 
with 1951 of almost 50,000 long tons, reclaimed rubber consumption dropped 
over 66,090 long tons. In the first 3 months of 1953 this same trend is just as 
noticeable New rubber consumption increased 48.904 long tons, or almost 16 
percent, and reclaimed rubber increased only one-half of 1 percent. 

it is cles he present pricing policy is hurtful to this industry. 

Mr. Howard H. Heilman, a consulting chemical engineer, in his report as pub 
lished in the Natural Rubber News of January 1953 and which was quoted on 
13 of the RFC Report, makes it clear that the selling price at which GR-S 
an be sold by private producers depends somewhiut on the selling price of the 
plants If these plants are sold below a 
being discriminated against. Our recl 














fair evaluation, this industry is again 
aimed rubber plants were not obtained 
at bargain prices. Many millions of dollars were spent by us since the war for 
habilitation and expansion when our commodity was needed. 








J nt of the rubber industry and as taxpayers, I am sure the reclaimed 
rubber industry has only the highest praise for the manner in which the RFC 
has conducted the synthetic-rubber program, and we feel that the disposal report 
and proposed legislation offers a fair basis for the transfer of the plants to private 
industry However, in fairness to the reclaimed rubber industry and others, 
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2. In computing the fair value of the plants, for the purpose of negotiating 
their selling price, consideration should be given to the fact that the unrecovered 


cost to the American people of the synthetic rubber facilities as of December 31, 
1952, was $446,000,000. 

3. In view of the easy availability of natural and reclaimed rubber, there is 
no necessity for RRC to continue the production of GR-S from alcohol at its 
relatively higher cost. 


4. It is unlikely that the transfer of the plants will involve any serious inter 
ruptions to production; therefore, it would appear unnecessary to build up an 
excessively large inventory of GR-S preliminary to the transfer of the plants. 


Very truly yours, 
U. S. RuBBER RECLAIMING Co., IN¢ 
J. H. Nessitr, President. 


STATEMENT OF F. T. Koyie, DirecTorR OF THE RUBBER TRADE ASSOCIATION OF 
NEW YORK 


My name is Frederick T. Koyle. Iam a partner of Carl M. Loeb, Rhoades & Co., 
New York, merchant bankers. Our firm is one of the largest importers of natural 
rubber. With the authorization of the Rubber Trade Association of New York, 
of which I am a director, I present the views of the association, whose members 
customarily import about 70 percent of all the dry natural rubber brought into 
the United States each year. 

The Rubber ‘rade Association is grateful to your committee for the opportu 
nity to comment on the proposed rubber legislation. The individual members of 
our association, both importers of natural rubber and representatives of far 
eastern producers, overwhelmingly support H. R. 5728, which in our opinion 
provides an effective basis for the prompt disposal to private industry of the 
synthetic rubber facilities now owned by the United States Government. We 
are traditionally firm supporters of private enterprise in industry as well as 
commerce. It is hoped that the target date for disposal of June 1, 1954, can 
be achieved, in order that natural and synthetic rubber for the first time may com- 
pete on equal terms in a market free of all restrictions. Statistics indicate a 
growing demand for both materials. 

The association, however, has some reservations respecting the interest rate 
of 3 percent on the purchase money monrtgage, provided for in H. R. 5728. 
It is the association’s feeling that the interest rate should certainly not be less 
than the going rate for mortgage money, otherwise the difference in interest to 
the purchasers on the hundreds of millions of dollars involved could be considered 
as a direct subsidy to synthetic rubber producers, to the detriment of the far 
eastern producers of natural rubber. These producers do not fear competi- 
tion with privately produced synthetic rubber. However, a subsidy of any kind 
does not appear to be fair competition. 

Since most of the hundreds of smaller consumers of natural rubber in the 
United States depend on members of our association for their supplies as well as 
the financing of their purchases, our members have a keen interest in the assur- 
ance of future supplies of synthetic rubber to this group, whose tonnage require- 
ments may be small in relation to the larger consumers, but to whom the future 
of their individual businesses is equally as important. We are pleased to hear 
that some manufacturers express no concern over their future supplies of 
synthetic rubber even though some plants in operation may be controlled by 
the larger companies. 

There appears to be general agreement with the principle that a supply of 
synthetic rubber must be made available to all consumers during the transition 
from Government ownership to private ownership. We do not, however, agree 
that this responsibility should be borne by the Government. Industry could 
and should protect itself from prospective difficulty at time of transition by 
making a firm commitment with the Reconstruction Finance Corporation cover- 
ing their definite requirements for inventory and consumption up to disposal 
date. The recommendation contained in Report No. 598 which accompanied 
H. R. 5728 to the effect that the RFC should henceforth produce and sell syn- 
thetic rubber on the basis of 6 months firm orders from industry in advance of 
delivery represents a reasonable and fair solution to the inventory problem and 
has our complete support. If there is any fear that a shortage of all rubber 
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might develop over the next few months, I can only say that at the present time 
there are ample supplies of natural rubber available at prices competitive with 
or lower than the current price for GR-S. 

We note that provision is made in H. R. 5728 for the leasing of the alcohol 
plants producing butadiene, since it is possible that the high cost of production 
of butadiene from alcohol will prevent their outright sale. The association sug- 
gests that the lease of these plants requires careful scrutiny in order that the 
effect of leasing at an extremely low rental may not actually subsidize butadiene 
produc tion. 

From my conversations with foreign producers of natural rubber, I repeat 
that they have no fear of competition with synthetic rubber privately produced 
in the United States. They are concerned, however, with the present program 
based on fluctuating production at a fixed price which can be turned on and off 


at will. 

If the present disposal program does not materialize, we most earnestly request 
that the Rubber Act of 1948 not be automatically extended, but that due consid- 
eration be given to its amendment before it is extended. The association asks 
the privilege of commenting at the appropriate time on the amendments which 
it feels are essential. 

I should like to commend the Congress for the sound and constructive rubber 
legislation which has been enacted from time to time. The best appraisal of 
the wisdom of such legislation can be summed up in a few words—the United 
States has achieved national security in rubber, 

Thank you, Mr, Chairman. 


The Cuamman. Mr. Collyer, you may proceed in your own way. 


STATEMENT OF JOHN L. COLLYER, PRESIDENT, B. F. GOODRICH CO., 
AKRON, OHIO 


1 


Mr. Cotzyer. Senator Capehart and gentlemen, my name is John 
L. Collyer. Iam president of the B. F. Goodrich Co., Akron, Ohio. 

May I introduce Mr. William F. Richardson who accompanied me. 
He is the executive vice president of the B. F. Goodrich Co. 

It isa matter of record that our company has had a long and con- 
tinuing performance in the private development, production, sale, and 
use of manmade rubber and also in the engineering, building, and 
operation of Government-owned facilities. And B. F. Goodrich, as 
you know, has participated in Government-financed reasearch pro- 
grams in manmade rubbers, 

We appreciate this opportunity to express our company’s views on 
the subject of the disposal of the Government-owned rubber-producing 
facilities to private industry. 

Almost 8 years have elapsed since the end of World War ITI and 
over 5 years since Congress declared that “the security interests of the 
United States can and will best be served by the devolpment within 
the United States of a free, competitive synthetic rubber industry,” 
and that “in order to strengthen the national security through a sound 
industry, it is essential that Government ownership of production 
facilities” and “Government production of synthetic rubber * * * 
be terminated whenever consistent with national security * * *.” 

The time for decision is at hand. Congress should now determine 
whether our national security and the well-being of the American 
people will best be served by the disposal of the Government-owned 
facilities to private industry, and whether the Government should 
compete with private producers of manmade rubber in this country 
and with the agricultural crude rubber produced by our friendly allies. 

Congress should recognize that Government ownership and opera- 
tion of these plants means the socialization of the manmade rubber- 
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producing industry in the United States and the abandonment of 
competition among privately owned companies which has made pos- 
sible our country’s great economic progress. 

Now that an adequate national stockpile of crude rubber has been 
achieved, it is the B. F. Goodrich Co’s. firm conviction that the de- 
velopment, as quickly as possible, of a privately owned, progressive, 
and competitive manmade rubber industry is the next step which 
should be taken to accomplish the objectives of the existing rubber 
legislation. 

The stimulus to reach ever-higher goals which is inherent in our 
country’s competitive economy has been the key to our past unprece- 
dented economic growth. Privately owned, competitive industry has 
made it possible for the American people to own and operate over 53 
million motor vehicles, or 1 vehicle for every 3 persons; for a high 
percentage of our families to own their homes, equipped with con- 
veniences which promote their health and comfort; to have ample 
supplies of a wide variety of food; to have more and more time for 
recreation and for cultural progress; in short, to enjoy by far the 
highest standard of living of all peoples of the world. 

In the rubber-products-manufacturing industry, competition has 
stimulated the intensive research into materials, methods, and markets 
which made possible the development and utilization of new materials, 
including man-made rubbers, and new processes, to the end that the 
consumer has benefited through a wide variety of better and better 
products at lower and lower costs. To illustrate, for each $1 spent 
for tires in 1910, the car owner obtained only 10v tire miles. By 1920, 
this figure had increased to 440 miles and, today, it is almost 1,600 
miles. 

It is our firm conviction that competition in the production and sale 
of all types of man-made rubbers will be in the interest of our present 
and future national security and in the long-range interest of our 
people to an extent which would never be possible under continued 
Government ownership and operation of the production facilities. 

As to the program for the disposal of the Government-owned facili- 
ties, you have before you S. 2047, the Capehart-Bricker bill. While 
we believe that, in substance, this bill would provide for a satisfactory 
disposal program, we would like to present our views on certain aspects 
of it. 

DISPOSAL PRICE—FULL FAIR VALUE 


First is the question of the price at which the facilities should be 
sold. 

We believe that the Government should receive the full fair value 
for the existing facilities, taking into account all of the factors which 
have bearing on the determination of full fair value. 

Private industry will face risks in the ownership and operation of 
the rubber facilities that are now faced by the Government. The 
taxpayers have already paid for these facilities and have recovered a 
substantial part of their cost in depreciation and profit on rubber sold. 
If the facilities become obsolete, they can be written off by Govern- 
ment without further cost to taxpayers. 

You will appreciate that private industry must give consideration, 
to the fullest extent possible, to all foreseeable risks that are insepara- 
ble from the ownership and operation of synthetic-rubber facilities. 
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Among the major risks which will face private owners of man-made 
rubber-producing facilities as new investors are: 

1. Obsolescence of the facilities through the development of new 
lower-cost producing facilities, or new and _ better rubbers which 
could not be produced eflicie ntly or at all in the present facilities. 

2.8 ompetiti m from producers of crude rubber. 

3. Competition arising from liquidation of Government-owned 
stockpiles of crude rubber. 


1. OBSOLESCENCE OF THE FACILITIES 


Our company’s experience in rubber causes us to appraise the risk 
of obsolescence as a ve ry real risk—so real that Congress might well 
agree that investors in rub ber facilities be permited to amortize them 
more rapi idly than can be done under present tax reg ulations. Their 
value to our national security would, of itself, justify this. Accel- 
erated amortization would, in our judgment, promote more rapid 
modernization of the present facilities, which would surely be in the 
interests of our national security. Assuming a fixed tax rate, the 
Government would collect as much money in taxes over the long range 
with accelerated amortization as it would under the present tax regula- 
tions. It is a matter of practical economies that, the greater the risk 
of the enterprise, the more rapidly should its owners amortize the 
cost of facilities and the greater the rate of return on investment neces- 
sary to attract the required venture capital. 


2. COMPETITION FROM PRODUCERS OF CRUDE RUBBER 


It should be appreciated that, at prevailing market prices, crude 
rubber is directly competitive with general purpose man-made rubber 
and th: - at these prices, an increasing preference is developing, for 
economic reasons, among rubber product manufacturers in this coun- 
try for esas rubber. The competitive position of the man-made 
rubbers in the future will, we believe, depend largely upon (1) the 
selling prices of man-made rubbers which will partly depend upon the 
price obtained for the Government-owned facilities, (2) the extent to 
which the total world demand for new rubber may increase, and (3) 
the extent to which more crude rubber producers make an effective 
effort to reduce their costs of production. 


3. COMPETITION ARISING FROM LIQUIDATION OF GOVERNMENT-OWNED 
STOCKPILES OF CRUDE RUBBER 


There now exists throughout the free world Government-owned 
national or strategic stockpiles of crude rubber totaling approximately 
1,300,000 long tons, or nearly 114 times the annual capacity of the 
United States Government-owned rubber-producing facilities avail- 
able for disposal. By far the larger part of these national stockpiles 
is in the United States. ‘The United States stockpile we estimate to 
be more than 1,100,000 tons. 

oily Governments should de ‘ide to liquidate imprudently these stock- 
piles of crude rubber, the result might be ruinous competition to the 
private ota’ of man-made rubbers in this country, as well as to 
producers of crude rubber in it diy countries. 
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DEPOSIT TO ACCOMPANY BID 


The bill before you, S. 2047, provides that “each person or group of 
persons submitting a proposal or proposals shall deposit with the dis- 
posal agent cash or United States Government bonds equal to 1 per 
centum of the aggregate amount proposed to be paid but not more 
than $100,000.” We recommend that, in order to discourage bidding 
by speculators and by others lacking the financial resources necessary 
for the continuance of operation of the facilities under competitive 
conditions, the deposit requirement be increased to 10 per centum of 
the aggregate amount but not more than $500,000. 


TECHNICAL COMPETENCE OF PROSPECTIVE PURCHASERS 


We believe that it is definitely in the interests of our national security 
that each purchaser possess the technical competence necessary for the 
operation of the facility which he acquires. We therefore recommend 
that the disposal legislation include a provision with respect to tech- 
nical competence. 

In this connection, we point out that the original operating agree- 
ments between the Government and the private operators of the 
Government-owned rubber-producing facilities granted to the private 
operators the right of first refusal to purchase or lease the facilities 
operated by them at a price or rental equal to the best offer received 
by the Government. We believe that this right was granted in recog- 
nition of the fact that the wartime rubber-producing program was 
successful only because of the patents and know-how contributed 
by the operators without compensation in the interests of our national 
security. 

NATIONAL SECURITY 


The bill now before you provides for disposal only if facilities 
capable of producing not less than 400,000 tons annually of general- 
purpose synthetic rubber and not less than 45,000 tons annually of 
butyl rubber are sold. In our judgment, facilities which have actu: illy 
produced and which can now produce not less than 500,000 long 
tons annually of general-purpose rubber must be sold in the interests 
of our national security. During the first 4 months of this year, 239,- 
000 long tons of general purpose man-made rubber was consumed 
in the United States. Although the rate of consumption of this type 
of rubber will probably dec ‘line as the agricultural crude rubber be- 
comes still more competitive in price, there appears to be little pos- 
sibility that the annual rate will fall substantially below 500,000 
long tons unless there should be a worldwide recession. We believe 
that a minimum potential supply of 500,000 long tons of general- 
purpose man-made rubber is required if we are to have reasonable 
assurance of a sufficient supply of rubber in our country and of true 

competition between the various kinds of rubber. 

I understand that, in testimony given yesterday, a figure of 650,000 
tons was mentioned, and certainly our company would support that 
higher figure. 

GOVERNMENT RUBBER RESEARCH 


In our judgment, there is no more need or other justification for 
Government-financed research and testing in rubber after the Gov- 
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ernment-owned production facilities are disposed of to private indus- 
try than there is for Government research in other products and 
materials produced and used by private industry. The stimulus of 
competition in private industry will provide aggressive research and 
progress will result therefrom. This does not mean that our military 
should not continue to award individual research and development 
contracts in the fie! of military and related equipment. 

The B. F. Goodrich Co. has « ‘onsistently maintained the view— 
in previous testimony before this and other committees of the Con- 
gress and other governmental bodies and in many public statements— 
that the national security interests of our country can — will best 
be served by the creation within the United States of : L priv: ately 
owned competitive rubber-producing industry. We ask that the B. 
F. Goodrich rubber study entitled “The World and U. S. A. Rubber 
Situation” published on March 10, 1953, be made a part of the rec- 
ord of these hearings. 

The CrarmMan. Without objection the study will be inserted in the 
record - the end of your statement. 


Mr. CoLyyer. . is our strone conviction that this Congress now 
has an a portunity to make a major contribution to national security 


and to the milli ons of users of tires and other rubber products 
through the de velop ment of sound legisl: ation providing for the dis- 
pos: il of the existing Government-owned facilities. 

Thank you again for @iving us this oppo tunity to present our views. 
Senator BrRICKER. Mr. ‘oO! lyer, the re hi as been some testimony before 


in these hearings that “ay re might be a slighting of some company in 


the duit not engaged in tire making, that they would not have 
available an adequate amount of rubber. 

Do you think there is any reason for any fear of that kind if these 
producing plants are sold to private industry ¢ 


Mr. CoLtyer. Perso1 ally . | do not feel that there is the slightest 
dan ver of all ty ypes ot companies being treated inequitably. Within 
our industry tod: Lv we have the example of the manufacturers who are 
producet ind sellers of reclaimed rubber, using for their own account 
and selling to competitors and especially to small companies. We 
ha e the case of rubber chemicals being sold in that Same way, and 


of p! stic materials. I believe that in the House bill itis required that 
a company in submitting a bid to purchase a plant would state its 
licy on how it would sel] to others and also how it would have 


vaterial om its own use 

Senator Bricker. It would seem to me as long as there is a demand 
for this ociadl in whatever field it might be there will be an expansion 
of production to meet that demand. 

Mr. Cotuyer. If any concern has been e xpresse -d, I am sure whoever 
did express it was thinking of emergencies where we have had periodic 
shortages, but I feel if you were to take a poll of companies of all sizes 
and types that they would say that in times of shortages that there has 
been fair and equitable distribution. 

Senator Bricker. What is the top production capacity of all the 


1 ; 


pla 
Mr. Cottyrr. I believe that for all types of Government and pri- 
vately owned plants today, about 900,000 tons. The main type of 


— 
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rubber, the GR-S, I think we take at 720,000 tons, butyl rubber, 90,000; 
neoprene, 70,000; and the nitrial-type rubbers, 20,000. 

Senator Bricker. Has there been any expansion of the general- 
purpose rubber ¢ 

Mr, Cottyrer. Yes; in the neoprene and nitrial rubbers. You will 
recall that long before Pearl Harbor our company had started pro- 
ducing butadiene-type rubbers. 

Senator Bricker. I believe you had tires on the market then. 

Mr. Cotiyer. Yes: we did. 

The CHatrman. Have you given any consideration to whether it 
would be better to have an outside board handle this rather than a 
board consisting of Government oflicials 

Mr. Coniyer. I have no strong views. I do believe that speed is al 
important. In that connection, I certainly would favor men who have 
full time and preferably men who have not been concerned either 
on the Government side or industry’s side with the operation of the 
Government-owned plants. 

I do strongly favor, as pointed out in your bill, that Government 
people with experience and knowledge in rubber should be available 
to the board. 

The Crairan. I believe you remember in your statement that the 
amount might well be 500,000 tons rather than 400,000, as in the Sen- 
ate bill ? 

Mr. Coniyver. Yes, 500,000, 

The Cuatrman. You recommend 500.000 rather than 400.000 ? 

Mr. Cotiyer. Yes; but then I said we would go along with the 
650.000. 

The Crarrman. I presume you know the House passed the Rubber 
Act yesterday 4 

Mr. Cotuyer. Yes: it was very gratifying. 

The Cramman. It is now before us. Unfortunately under the 
rules of the House when they pass a bill they do not print cr ples, SO 
all we have is the official document with the Speaker’s signature. 

I think the difference between the two bills is in the board and the 


400,000 tons and the 500,000 tons. I think they put 500,000 tons in 
the bill. You recommend some tightening up of the language with 


respect to technical know ledge on the part of bidders. 

Do you have any other recommendations ? 

Mr. COLLYER. | did sugccvest that you consider a larger down pay- 
ment, 

The Cuatrman. I am inclined to think maybe the technical knowl- 
edge would be more Important than the down payment. 

Mr. Cotiyer. Yes, it is. I think that is the main safeguard. 

The Cuarmman. With the House having passed the bill and we 
finishing our hearing Monday, we may possibly meet the first of the 
week to write up our bill or accept the House bill, or amend the House 
bill. 

We will be able to oet together at least the early part of the week, 
I think, to write the bill. 

Are there any other questions? If not, thank you very much, 
gentlemen. 
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(The study referred to by Mr. Collyer follows :) 


(HE Wortp ANpD U. S. A. RusBer SrrUATION—CONSIDERATIONS FOR POLICIES AND 
PROGRAMS 


(No. 15 in a series of rubber studies by John L. Collyer, president, the 
B. F. Goodrich Co., March 10, 1953) 


FOREWORD 


Rubber is indispensable to our civilization in war and in peace 

Without rubber, our ground, air, and sea forces could not function—our mili- 
tary and essential civilian industries, our transportation, and our agriculture 
would be paralyzed 

Our Government must soon make vital policy decisions with respect to rubber. 

The Reconstruction Finance Corporation submitted to the President and to 
the Congress a preliminary report on the disposal of United States Government- 
owned man-made rubber-producing facilities on March 1, 1953. The President is 
required to submit his recommendations for disposal to the Congress by April 
15, 1953 

A working party of the International Rubber Study Group held its second 
meeting in London during January, 1953. Reports emanating from this meeting 
indicate that the working party will inform the International Rubber Study 
Group at its May 1953 meeting in Copenhagen that a buffer stock of crude 
rubber would be a practicable mechanism for stabilizing crude-rubber prices. 
Whether another plan for restricting the production of crude rubber will be pro- 
posed by the working party was not revealed. Press reports state that the In- 
ternational Rubber Study Group will consider the proposals of the working 
party “with a view toward asking the United Nations to call a special commod- 
ity conference with power to implement its decisions.” [Italics ours.] 

Crude rubber producers have made it clear that the United States Government 
will be asked to raise the price of manmade rubbers sold by the Government to 
a figure closer to what the crude rubber producers say would be the real com- 
mercial price if the industry were privately owned and had to replace its plants 
at current costs. 

The decisions which will be made by the legislative and administrative 
branches of our Government on each of these issues will have important bearing 
upon our future way of life—will determine whether we shall accept the views 
of those who would restrict the supply of the world’s raw materials or whether 
we shall continue to progress through producing better and better goods at lower 
and lower costs to the consumer, thus broadening markets, increasing employ- 
ment opportunities, and bringing a constantly rising standard of living. 

In this study we present an outline of the facts which must be considered in 
arriving at sound decisions and our recommendations for actions which we 
believe will be in the best interests of all of the peoples of the free world. 


JoHN L. CoLLyYER. 


There are many kinds and types of rubber, varying in physical and chemical 
properties. The three principal groupings are— 
Crude or agricultural rubber 
Manmade rubber. 
Reclaimed rubber. 
SOURCES OF RUBBER SUPPLY 
Crude rubber 
Although crude rubber may be obtained from a wide variety of plants, the 
principal source is the Hevea brasiliensis, a tree native to the Amazon Valley. 
Wild crude rubber.—Until 1914, most of the rubber produced in the world was 
wild rubber, obtained by natives tapping the latex of trees widely spaced 


throughout the jungle of tropical South America. Today less than 2 percent of 
the crutle rubber used is wild rubber. 

Cultivated crude rubber—In 1876, Henry A. Wickham transported seeds of 
he Hevea brasiliensis from Brazil to London, where nearly 3,000 were suc- 
cessfully germinated. The young trees were taken to Ceylon, Malaya, and other 
parts of the Far East. From this start, many cultivated plantations, mostly 
financed with European capital, were developed. Natives in the far-eastern 
rea Iso made numerous plantings. Later, plantations were started in Africa, 
and s experimental plantings were made in Latin America. Over 9,500,000 
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acres of the world’s land area is now planted in rubber, but there has been 
little new planting or replanting since 1934. 

Through careful selection of seeds, budding, and grafting, rubber trees capable 
of yielding up to 2,000 pounds per acre under intense cultivation have been 
developed but only relatively small areas are planted with these higher yield 
strains. The average yield of present plantings is approximately 500 pounds 
per acre. 

lhe following table shows crude rubber production by area in the alltime 
peak period—the 12 months ended June 30, 1951: 


TABLE 1.—Production of crude rubber in principal territories, 12 months ended 


June 30, 1951 


Pe t< 
! I 
tal 
Malay S ) 4.1 
Indone Sif 41.8 
Cey) 57 
Vic I 1 Camboc (), ( 2.5 
Thailand 114, 00 5.7 
Sarawak 3, OOO 2.7 
India 16. OO 8 
Other Asia and Oc« 10, OOO 2 0 
Total Far I 1, 905, 0 ) 
Af i f 1 2 
Lat America 0, 000 
W orld total 2, 000, 000 00. 0 


This peak production was attained during a period when the world market 
price, converted to New York delivery, for the standard No. 1 RSS grade averaged 
about 60 cents a pound, a very high price. (The price at the beginning of 1950 
was 18 cents a pound.) 

Practical crude rubber capacity, that is, the maximum output from existing 
plantings probable in any year under prices approximating that of the principal 
manmade rubber (GR-S), probably is not as high as 2 million long tons per 
year, and may be as low as 1,600,000 long tons per year. <A range of from 
1,600,000 to 1,800,000 tons is probably a reasonable estimate. 

There appears to be little possibility that this capacity will increase hy 19650; 
in fact, capacity may decline. New plantings and replantings which might 
come into production in the 1953-60 period are minor. The fact thar 7 years 
must elapse before new trees can be profitably tapped, the threats of unsettled 
political and social conditions in the far eastern areas, and the threat of more 
intensive competition from manmade rubbers, as has been the case in the past 
decade, will probably deter the investment of large amounts of venture capital 
in new plantings and replantings. While the economic lifespan of a rubbe1 
tree is not known, there is some evidence that yields decline when trees are 
over 25 years old; many are now over 40. Windstorms, disease, and other 
damage cause mortality among existing plantings. 


MANMADE RUBBERS AND PLASTICS 


Shortages of crude rubber and high prices during periods when its production 
was restricted gave impetus to a search for an alternate material. In the 
decade preceding the First World War a number of scientists in this country 
and abroad had solved many of the problems of producing manmade miaterial 
with some of the qualities of crude rubber. Other investigations during the 
1920's and 1930's led to the discovery of several new materials, none of which 
is exactly like crude rubber but all of which are, in some respects, better than 
crude rubber. 

Prior to World War II small quantities of manmade rubbers were being 
produced in the United States, Germany, and Russia. The capture by the 
Japanese of far eastern areas which produced 90 percent of the world’s supply 
of crude rubber gave impetus to the development of a large manmade rubber- 
producing industry in the United States and Canada. Germany also increased 
its output of these rubbers during World War II, but has produced very small 
quantities since then. Little is known about the progress of Russia in this 
field, either in its own facilities or in those taken from Germany. 
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Chere are four principal kinds of manmade rubbers in use in the free world 
today—GR butyl, neoprene, and N-type—all of which are produced in a 
wide variety of types, and also a wide variety of other materials with rubberlike 


5, 


qualities 

’ GR-S, the principal general-purpose manmade rubber suitable for use in tires 
and many other products, is a butadiene-styrene copolymer. Butadiene can be 
produced from either petroleum or alcohol, with petroleum vielding the lower 
the feed- 


cost butadiene Some petroleum-butadiene plants use hutylenes as 

stock; others use butane Che feedstock for aleohol-butadiene plants is ethyl 
alcohol, derived from agricultural products or from petroleum. Styrene can 
be made from petroleum or coal. All GR-S copolymer facilities in the United 


are owned by 


private industry. 
Butyl, which, because of 


in inner tubes and in tubeless tires, 


States the Government but are operated for the Government by 
special air-retention properties, is used primarily 
is produced from isobutylene and isoprene, 
both of which are ed from pet Recent developments indicate that 
new types of butyl be used in much wider variety of products. All butyl ’ 
facilities in the United States are owned by the Government but are operated 
for the Government by private industry. 

Nex h gh resis aunee to 
is used in products in which these qualities justify its higher cost. 
acetylene. 
industry , 


deri roleum. 


inay 


oxidation, ozone, sunlight, and oils and 
The primary 
All neoprene facilities are now owned and 


prene has heat, 
feedstocks for net prene is 
operated by private 
N-type rubbers are highly resist 
in which these qualiti 
of butadiene and acer 
private industry. 
Other rubberlike are a number of other rubberlike mate- 
rials with special qualities which have supplanted crude rubber—and, to some 


ant to oil and gasoline and are used in products 
These rubbers are primarily copolymers 
All N-type facilities are owned and operated by 


ies are essential 


ylonitrile. 


materials, There 


extent, manmade rubbers—in a wide range of applications or which have made 
possible new products in which the presently known rubbers were not satis- 
factory materials. Among these materials are: polyvinyls, high-styrene plastics, 
I 


1 


olysultide, silicone, and rubberlike materials. 


for 


chemureit 


Table 2 shows existing capacities manmade rubber, assuming continuance 











acity can be built within 2 years, if needed. 





of the present types and also the quantities which could be produced in an 
emergency 
TABLE 2 Van-made rubber, annual capacities—Free world, as of Jan. 1, 1958 
| A pproximate 
capacity,! long 
Number I t ~ a 
en Kind of of copol- id omitte 
“7 rut r vmer owner- -_— 
ica hip 
Present : ee . 
types gency 
: types 
GR-S ] Govern 794 860 
ent 
Buty 9 i 90 90 
Neopre 2 Pr 70 70 
‘ 20) 20 
974 1, 040 
S.4 1|Go rn 55 
ment 
ity] 1 20 20 
I 75 75 
S 1 20 20 
cap y 1, 069 1, 135 
GR I i tl I ber of t D tl ru Tr 
‘ O R-S « } 7 idapted to t I luct of cold rubber, which 
p i ibrasior r ( of present plant be further increased 
t igh t! 2 ree ) xtender and through the use of new catalysts, 
rt it al wn l lan 1 styrene plant, 1 chemical plant, and 1 develop- 
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Reclaimed rubber 


Early in the last half of the 19th century, it was discovered that the rubber 
in scrap-rubber products and in the waste developed in the manufacture of 
rubber products, after proper treatment, could be reused. The process through 
which this rubber could be replasticized and resoftened, which is most used 
today, was developed near the end of the last century. 

Today, both crude rubber and manmade rubbers are reclaimed. Reclaimed 
rubber is about 50 percent rubber; the remainder is carbon black, sulfur, and 
other compounding ingredients. The various types of reclaimed rubber differ, 
in chemical composition and properties, from the crude rubber of the manmade 
rubber from which they are derived. 

Because of their special qualities, reclaimed rubbers are directly competitive 
with crude and manmade rubbers for some uses and are combined with the 
new rubbers for other uses. 


TABLE 3.—Reclaimed rubber: Annual capacities, free world as of 1952 


Long tons 
(in thousands) 


United States_____ os g ‘ sabe a = 
a ee ae att lagicrcenat tani si in pathic ae ee 6 
RR: MN a a caleba eat 38 
Tira cies is escent wt ai Gan cnatunsides Siaiibaeddacs = ae te ies 94 
NII ceri aa lead antes a il a a a, ws ee See iit ee S 59 

i a a ee ou egal ieee tains siccccus = Ge 


Source: Rubber Statistical Bulletin. 
GROWTH IN RUBBER CONSUMPTION, 1870-1952 


Although rubber was first discovered by European civilization over 450 years 
ago, it was about 250 years later that the remarkable properties of this ma- 
terial were recognized and began to be put to practical use. Growth in con- 
sumption was relatively slow until the advent of the automobile. Since 19900, 
the world demand has approximately doubled in each 10-year period. Here is a 
condensed picture of past consumption : 


Rubber consumption, 1870-1952 


{In thousands of long tons] 


Reclaimed 
1? ibt r 
Year Total United 
. United Rest of State 
rubber States world only 
1870 4 
19K ) } 
910 100 2 AS ( 
1921 s 9 Q2 75 
193 7 534 154 
1940 1,1 65 502 190 
= 3 9) 92 1. 259 1, 02 04 
451 3 1. 214 1, 09¢ 1f 
152 ite 1. 261 1 m2 
N ot vilabl 
2? Worl sumption lai 1 rubber is not available 
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see chart following. 














rate of growth, however, has not been as uniform as the above figures 


“i Rubber Consumption in the United States ond World, 1900-1952 = 
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PRE-WORLD WAR II RUBBER POSITION 
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The new rubber statistical position in 1940, when World War II was develop- 
ing in Europe was approximately as follows: 


New rubber, 1940 


In thousands of long tons] 
World United Rest of 
total ! States world! 
Stock f year 588 126 462 
New s 1, 445 815 630 
2, 033 941 1, 092 
Consumy 1,143 652 491 
Stocks, e1 eal 890 289 601 
1 Except man-made rubber in Russia and Russian-occupied areas. 








Although the United States attempted to increase its stocks of crude rubber in 
1940, only 163,000 tons were added, a 3 months’ supply at the 1940 rate of 
consumption. Of the total United States of America consumption in 1940, less 
than 3,000 tons was manmade rubber. 

In December 1941 the Japanese struck at Pearl Harbor and the war spread 
throughout the world. During 1941 the United States started to rearm and also 
to supply our future allies. Stocks of crude rubber in this country 
increased by 244,000 tons; and consumption of manmade rubbers to about 6,000 


tons, 


soods to 
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The rubber statistical position for that year was approximately as follows: 


New rubber, 1941 


{In thousands of long tons] 

World total United R t f 

States world ! 
Stocks, Ist of year . ‘ . 890 2R9 601 
New supply a ‘ 1, 674 1, 027 647 
Total ‘ ‘ 2, 54 1, 31 1, 248 
Consumption ‘ 81 31 
Stocks, end of year bau ae . 1, 252 535 717 


1} Except man-made rubber in Russia and Russian-oecupied areas 


Thus, at the beginning of this country’s participation in World War II, we had 
stocks of rubber sufficient to last us only 84 months at the 1941 rate of 
consumption. 

The Japanese quickly cut us off from areas which produced 90 percent of the 
world’s supply of crude rubber. The man-made rubber was in its infancy; we 
had privately owned capacity for producing about 15,000 long tons a year. Our 
rubber position was indeed critical. 


THE MIRACLE OF AMERICAN-MADE RUBBER 


On June 5, 1940, F. B. Goodrich called attention to the precariousness of 
America’s rubber supplies in the event of war in the Pacific. We announced 
the company’s decision to sell to the public passenger-car tires in which our 
company’s own discovery—Ameripol general purpose rubber, which B. F. Goodrich 
was producing commercially—replaced more than 50 percent of the crude rubber 
normally used. We urged immediate action to construct plants and to produce 
man-made rubber as insurance against an emergency. In July 1940 B. F. 
Goodrich submitted a formal proposal to the Government for the engineering and 
building of 2 plants, each to have an annual capacity of 36,000 long tons of rubber. 

One year elapsed, then the Government announced a program for the construc- 
tion of 4 plants with a total annual capacity of only 10,000 long tons, subse- 
quently increased to 40,000 long tons. It was not until Pearl Harbor that all 
were convinced that the creation of a giant rubber-producing industry was vital 
to cur national security. 

The need was immediate; the risk was great; the capital required was more 
than private industry could so quickly supply. The Government supplied the 
funds; private industry then did the job. 

From a standing start in 1942, our country was, by May 1945, producing 
man-made rubbers at the rate of 1 million long tons a year—an industrial achieve- 
ment without parallel—an achievement without which, top military leaders have 
stated, we could not have won the war. Table 4 summarizes the wartime history 
of rubber. 


TaBLe 4.—Unitced States rubber consumption, World War II—Jan,. 1, 1942, to 
Aug. 31, 1945, inclusive 
{In thousands of long tons] 


New rubber 


Year Percent of Rec I 1 
| : ned rubt 
Total Crude Manmade bn tnt Pe i 
rubhe 
| 

194 594 77 17 4.5 5 
1943 __ 489 LS 171 ) | 

1944 711 144 7 79. 7 
1945—8 mo { 477 86. 2 9 
Total 2, 148 ) 1, 232 7 959 
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—— 


With this quantity of rubber, the United States of America was able to— 
1. Equip and maintain the largest military force our Nation ever had ; 
2. Fill the military pipelines; 
Ship large quantities of military products to our allies, including 
Russia ; 
4. Maintain essential production facilities ; and 
5. Maintain essential civilian transportation. 

When the war ended, the war-born manmade rubbers made possible rapid 
reconversion to peacetime products—reconversion which might have been delayed 
as long as 3 years if we had been dependent solely upon crude rubber. Table 
5 Shows how the manmade rubbers filled the supply gap during the reconversicn 
period 

TABLE 5.—United States rubber consumption, reconversion period—Sept. 1, 

1945, to Dec. 31, 1948, inclusive 


{In thousands of long tons] 


New rubber 


2 er “4 
r Percent of Reclaimed 


¥ee rubber 
I -made yDE 
Tit Cc u 1¢ Man-1 de man-maa 
to total new 
rubber 
1945—4 15 28 217 8S. 6 7 
194 1 ’ 277 762 73.3 27 
194 1 3 a 19.8 KR 
1948 1,0 627 142 41.4 21 
Potal 17 1, 495 1, 980 7.0 90 


As supplies of crude rubber increased following the war, prices declined and 
the consumption of crude rubber stepped up. But without manmade rubber, the 
high postwar demand—far above the 1940 peacetime peak of 651,000 tons 
could not have been satisfied. 


OWNERSHIP OF GR-S AND BUTYL PLANTS 
Ru bber legislation 

The United States Government, as previously explained, supplied the funds 
for the construction of the principal manmade rubber-producing plants and the 
feedstock facilities in the interest of our national security. Private industry had 
the technical know-how to design and build the plants and to produce rubber but 
could not have supplied so quickly, and without assurance for a continued peace- 
time need for the rubber, the funds required to obtain so large a volume of rubber 
in the shortest possible time. 

The Government has continued to own and operate the GR-S and butyl-rubber 
facilities since the end of World War II, first, under the Second War Powers Act, 
1942, as amended, and as extended with respect to rubber by Public Law 24, 
SOth Congress, on March 29, 1947, and now under the provisions of the Rubber 
Act of 1948 (Public Law 469, SOth Cong.) which became effective April 1, 1948, 
which has twice been extended, and which expire March 31, 1954. Neoprene 
facilities previously owned by the Government have since been sold to private 
industry. N-type facilities are all privately owned. Accumulation by the Gov- 
ernment of a stockpile of crude rubber in the interests of our national security 
is continuing as authorized by Public Law 520, 79th Congress, the Strategic and 
Critical Materials Stock Piling Act, on July 23, 1946. 

In its declaration of policy, the Rubber Act of 1948 states that “It is 
declared to be the policy of the Congress that the security interests of the United 
States can and will best be served by the development within the United States ot 
a free, competitive synthetic-rubber industry. In order to strengthen national 
security through a sound industry, it is essential that Government ownership of 


* * # 


ae 
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production facilities, Government production of synthetic rubber, regulations re- 
quiring mandatory use of synthetic rubber and patent pooling be terminated 
whenever consistent with national security as provided in this act.” 

Regulations requiring the mandatory use of GR-S and butyl rubbers in speci- 
fied products were revoked effective April 21, 1952, although they may be reis- 
posed in the event that GR-S consumption falls below an annual rate of 450,000 
long tons and butyl consumption falls belong an annua! rate of 60,000 long tons, 
per a Defense Production Administration directive. (The Rubber Act of 1948 
authorizes the President to fix minimum consumption rates deemed necessary in 
the interest of national security and the common defense but in no event is the 
annual production to fall below 200,000 long tons of GR-S and 21,667 long tons 
of butyl.) 

Patent pooling was terminated effective March 81, 1949. 

As to the termination of Government ownership and control of the manmade 
rubber-producing facilities, Congress has directed that a disposal program en- 
visioning “a clean-cut separation of the Government from the rubber industry” 
shall be developed. Under the provisions of the Rubber Act, as last extended, 
the Reconstruction Finance Corporation submitted to the President and to the 
Congress a preliminary report on disposal of the rubber facilities on March 1, 
1953, and the President is requiring to submit his recommendations for disposal 


to the Congress by April 15, 1953. 
1953 RUBBER POSITION 


There appears to be adequate supplies of all kinds of rubber in sight, as of the 
beginning of 1953, unless there should be serious interference with the shipment 
of crude rubber from the producing areas, with little likelihood of either a serious 
shortage or of a burdensome surplus developing during the year. Here are our 
estimates: 

1953 new rubber, estimated 











['n thou is of | tor 
World tota United Stat Rest of world 
4 \T \far 
fotal | Crud lotal | Crud cis I 1 | Cru : 
ma made mace 
\ first of ve 92 140 rf ’ 0 07 3 HR7 * 
! >, Al 1 I 1, 44 OA 1.1 Osa , 
l wy l QO) ] oo { ] ! ) 
1 of year 1, 064 161 7 2 7 9 
1 Except man-made rubber in Russia and Russian 1 
? Free stocks include those stocks in produ rea consumi reas, and afloat lable t ry 
but exclude st gic stockpiles in the United St tt mnt 
These strategic stockpil of Jan. 1, 1953, totaled about 1,250,C0° long tons, the bulk of which is in the 
United States national stockpile Includ both the natior ckpile and the quanti n private I 
there is enough crude rubber in this country f vbout 8 rs of all-out war (based on World War I! 
ence after ample quantities of man-made rubh becan ivailable), after reserving a minimum stoc 
150,990 tons for reconversion to a Deacetime econor Also, there is adequate capacity for producing the 
man-made rubbers if a major conflict should start within the next few year 
3 An average of approximately a 6 weeks’ supply of crude rub! is recularly afloat to the United States, 
As of Jan. 1, 1953, about 80,009 long tons destined for 1 United States were afloat. 


The quantity of crude rubber consumed will probably depend upon the market 
price. If the price for crude rubber is reasonably competitive with that of 
GR-S (which is probable if there are no substantial additions to Government- 
owned stockpiles during the year), the consumption of crude rubber may be 
higher—and that of man-made rubbers correspondingly lower—than shown in 
the above estimate. 

1954-60 RUBBER POSITION 


For the longer range, a careful analysis of the possibilities for continued 
growth leads to the conclusion that rubber consumption in the future will be 
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far higher than in the past. Here are our estimates of the demand for the 
vears 1954-1960, inclusive: 


Estimated new rubber consumption and additions to stocks, 1954 60 


Total 
demand t 


n throughout the period 


years and lower in others 


On the supply side, it is probable that capacities for producing the manmade 
rubbers must be expanded, either by new techniques which will increase the 
output of present facilities, or by the building of new facilities, before the end 
of this decade. 

The following comparison of estimated demand and approximate capacities 
for the kinds of rubber now being produced shows the possibilities: 


Comparison of present world new rubber capacities and estimated demand, 
1954 60 


inds of long tons 


Approxin 


ot 


t 


N 


wrnwe 


ymparison indicates that an increase in capacities will be needed some- 

‘ing the last half of the 1950’s. Because about 7 years must elapse before 

crude-rubber plantings can be tapped, while new man-made capacity can 

e added within 2 years (or perhaps less, through new technical developments), 
i obable that man-made capacities will be increased. 

neantime, there should be a market for consumption purposes for every 

de rubber which can be produced at a price reasonably competitive 

for the principal general-purpose man-made rubber (new GR-S), 


United States rubber-products manufacturers will use whatever quantities 
ible at competitive prices 
rest of the world lacks the hard currency necessary to buy substantial 
of man-made rubbers from the two principal producers—United States 
la—and must therefore use crude rubber. 


CRUDE-RUBBER PRICE HISTORY 


le rubber is marked by big pri 
“ak price was establisl vhen a daily closing 


» decline, although with wide fluctuations during each year, 


ts a pound in 1921. 


1 was reported. Increasing supplies of plantation rub- 
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During the period when the British Stevenson restriction scheme was opera- 
tive (1922-28), prices ranged from a high of $1.23 in 1925 to a low of 16% cents 
in 1928. 

The all-time low of 2% cents was established during 19382. 

Under the International Rubber Regulation Agreement (1984-44), the peak 
price was 27 cents a pound. Under wartime Government controls, instituted in 
1941 and terminated in 1947, the price was fixed at 22'. cents. 

Although prices declined following the return to a free market in 1947, reach- 
ing a low of 14% cents, then advancing to a high of 254, cents in 1048, the price 
at the beginning of 1950 was 18 cents. 

Consumption then increased and prices advanced. A temporary shortage of 
man-made rubber also developed. On June 28, 1950, the last market day prior 
to the opening of hostilities in Korea, the spot closing price of crude rubber was 
28% cents. 

Following Korea, manufacturers of rubber products in countries which had 
no man-made rubber industry began buying larger quantities of crude rubber. 
Direct and indirect purchases by Russia stepped up substantially. The domestic 
demand for rubber products was increased because of “scare” buying by con- 
sumers. The United States Government was also purchasing additional quan- 
tities for the national stockpile. 

The result was a rapid advance in the crude rubber price. New York rubber 
dealers report that, on November 9, 1950, some sales of spot rubber were made 
at 90 cents. 

During the period from December °'', 1950, until June 1952, when the United 
States Government was the sole importer of crude rubber into this country, 
world market prices, converted to New York delivery, ranged from 815g cents 
down to about 31 cents. 

The closing price on December 31, 1952, was 3214 cents. 


ATTEMPTS TO CONTROL PRICE OF CRUDE RUBBER BY INTERNATIONAL CARTELS 


Although there have been different attempts since 1900 to control the price 
of crude rubber by restricting production, the two most important were 

The Stevenson resriction scheme, November 1922 to October 1928. Spon- 
sored by the United Kingdom Government. 

The International Rubber Regulation Agreement, June 1934 to April 1944. 
Included the Governments of the United Kingdom, the Netherlands, France, 
India, and Siam. 

In both of these cartels, the proposals originated with the owners of the rubber 
plantations, with the active support or acquiescence of the home governments. 
The sponsoring governments were responsible for the administration of the 
programs. 

The objectives were 

Stevenson restriction scheme.—*To assist the British rubber industry by secur- 
ing a reasonable price for producers, and incidentally a fairly stable price for 
manufacturers.” * 

International Rubber Regulation Agreement.—(1) “Reducing world stocks to a 
normal figure,” (2) “adjusting in an orderly maner supply to demand,” and (3) 
“maintaining a fair and equitable price level which will be reasonably remunera- 
tive to efficient producers,” * 

The methods employed under these two cartels were similar. Each rubber 
grower was permitted to export a uniform percentage of his predetermined pro- 
ductive capacity. The exportable quotas were progressively raised or lowered 
as rubber prices went up or down. 


RESULTS OF INTERNATIONAL CRUDE RUBBER CARTELS 


Both of these cartels ultimately failed. They did succeed, however, in main- 
tainng unreasonably high prices for some years. During that time, the inefficient 
as well as the efficient producers enjoyed abnormally high profits on less-than- 
capacity output. Normal competitive risks apparently were eliminated; in 
effect, profits were guaranteed at the expense of consumers. 

Other results were: 

1, New plantings in areas not controlled by the agreements were stimulated, 
thus increasing competition. 


1 Sir Andrew MacFadyean, The History of Rubber Regulation, 1934-48. 
2 As stated in the preamble of the agreement. 
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2. New plantings and replantings by \he controlled producers were restricted, 
so that these producers failed to maintain their proportion of the spectacular 
increase in total rubber output. 

3. Efficient producers were forced to curtain output to the same degree as the 
inefficient, so that average production costs were higher. 

4. The competitive stimulus to reduce costs through higher yields and better 
methods was stifled, with the result that only a small percentage of existing 
crude rubber plantings are high vield and low cost. 

». The replacement of crude ruber by reclaimed rubber was increased. 

6. The search for materials which could replace crude rubber was stimulated. 
Manmade rubbers were discovered and eventually replaced crude rubber for 
many uses, 

7. Prices were not stabilized. 

8. The crude rubber stockpiling program of the United States Government was 
hind:-red and delayed, even in 1940 and 1941 after war had started in Europe, 
when the International Rubber Regulating Committee resisted efforts of both 
the British and American manufacturers to have export quotas increased to 
meet urgent defense and war demands. 


THE INTERNATIONAL RUBBER STUDY GROUP 


The International Rubber Regulation Agreement was in effect when the 
Japanese occupied 90 percent of the crude-rubber-producing areas. The United 
States then became a major producer of rubber, was invited to join in the agree- 
ment, but declined. The agreement was terminated effective April 30, 1944. 

Consultations among the United States, the British, and the Netherlands 
Governments, and with representatives of our country’s rubber-products manu- 
facturing industry, then led to the setting up of an international rubber study 
group. 

The object of the group was to provide an informal forum where representa- 
tives of the participating countries could meet together from time to time to 
discuss rubber problems and keep the world rubber situation under continuous 
review without in any way binding the Governments represented in the group 

Meetings of the group have been held annually, beginning in 1945. The mem- 
bership has been expanding and includes consuming as well as producing coun- 
tries; representatives of 18 governments attended the 1952 meetings in Ottawa, 
Canada. 


RESOLUTION ADOPTED MAY 1952 BY THE INTERNATIONAL RUBBER STUDY GROUP 


Reports emanating from past meetings of the group have indicated a continuing 
interest on the part of the governments of several crude-rubber-producing areas 
in some form of intergovernmental action which will resuit in a higher price for 
crude rubber; also some dissatisfaction with actions taken by the United States 
Government in the interest of our country’s national security. 

The press communique released by the group following the May 1952 meeting 
in Ottawa included this significant statement: 

“The group noted that many of its members were greatly concerned about the 
uncertainties of rubber production, consumption, and price and, because of con- 
siderable variety of opinion as to the best method of attempting to solve these 
problems, the group resolved to pursue the matter by establishing a working 
party with the following terms of reference: 

“To consider whether measures designed to prevent burdensome surpluses or 
serious shortages of rubber are necessary and practicable; to prepare drafts of 
any agreements required to implement such measures; and to report back to the 
study group as soon as possible.” 

Membership of the working party is open to all members of the group who 
wish to be represented on it. 


MEETINGS OF THE WORKING PARTY OF THE INTERNATIONAL RUBBER STUDY GROUP, 
JULY 1952 AND JANUARY 1953 


The first meeting of the working party was held in London in July and August 
1952. Press reports indicate that a multilateral trade agreement in crude rub- 
ber and an international crude rubber buffer stock, theoretically for the purpose 
of minimizing short-term price fluctuations, were the 2 principal proposals which 
were discussed, but that, of the 2 proposals, the buffer stock appeared to be the 
more feasible. The crude rubber producers suggested that there will be a sur- 
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plus of crude rubber in each of the next few years, during which time the buffer 
stock could be accumulated; followed by several years during which demand 
will exceed supply, when the buffer stock can be sold without loss. This meet- 
ing was adjourned for further study. 

The working party reconvened in London in January 1953. Press reports 
indicate that there was general agreement that an international crude rubber 
buffer sto was a practicable mechanism for “stabilizing” the price of crude 
rubber and that the plan would be considered by the International Rubber Study 
Group at its meeting in Copenhagen in May 1953, with a view toward asking the 
United Nations to call a special commodity conference with power to imple- 
ment its decision. Whether the plan involved the restriction of crude rubber pro- 
duction, where the vast sums of money which might be required could be ob- 
tained, and other important details of the plan were not revealed. 


UNITED STATES GOVI ‘MENT VIEWS ON INTERGOVERNMENTAL COMMODITY AGREEMENTS 


Governments of other nations have good reason to believe that the United States 
Government is interested in and might participate in some form of an inter- 


governmental agreement in rubber. 


1. The Habana Charter of the International Trade Organization (ITO) 


In 1945, our State Department published a paper entitled “Proposals for the 
Expansion of World Trade and Employment.” Following a series of international 


posals, the Habana Charter for an International 





conferences to consider these p 


Trade Organization was drawn up in March 1948. 

Chapter VI of this charter makes provision for intergovernmental commodity 
agreements in so-culled primary commodities whenever international trade may 
be affected by special difficulti such a the tendency toward persistent dis- 
equilibrium between production and consumption, the accumulation of burdensome 
stocks and pronounced fluctuation in price. A primary commodity is defined so 
that it could include not only the agricultural crude rubber but also manmade 





{ , and reclaimed rubbers 
The United States delegation to the Habana conference approved the charter. 
i I 
2. United National Economic and Social Council 
amber 1951, the United States representative to the Economic and 
Social Council of the United Nations submitted a resolution to that body proposing 
that the Council reaflirm the principle that was formulated in the Habana 
Charter and set up an ad hoc committee to devise appropriate machinery to give 
effect to that principle. The resciution was approved. 





8. Mutual Security Agency—the Green Book 


A document dealing with various foreign econemie problems was prepared in 


the Mutual Security Agency for internal use in developing our Government's 
polic Although this document was not available to the American public, some 
of the foreign press apparently had knowledge of its contents, which were of such 


niture as to inspire press comments to the effect that the United States Govern- 
ment hus come to believe in the need to create some mechanism to preserve stable 
commodity prices and have considered three methods : 

(1) The creation of large buffer stocks in the United States; 

(2) Multilateral commodity agreements similar to the International Wheat 

Agreement ; and 

(3) Bilateral commodity agreements. 
j. The Report of the President’s Materials Policy Commission 

The President’s Materials Policy Commission, in June 1952, published their 
study of the materials problem of the United States and its relation to the free 
and friendly nations of the world. Among the Commission’s conclusions: 

‘The Commission believes that, on balance, the international arrangements 
that hold the greatest promise for stabilizing materials markets and, at the same 
time, for promoting the increased production of materials that the future will 
demand are the multilateral contract type of agreement and buffer stock agree- 
ments either without or with quota provisions on exports or production. The 
appropriate mechanism for particular problems must be decided case by case.” 

J ts analysis of the rubber outlook, the Commission concluded “In view of 
the United States ability to expand synthetic-rubber capacity, no serious security 
supply problem need be encountered during the next 25 years.” Yet, following 
a cussion of multilateral contracts and international buffer stocks, the Com- 
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“International commodity agreements which combine buffer stocks and quotas 
on production and exports are suggested for materials such as tin and natural 
rubber for which the long-term trends are more uncertain.” 

Discussing the question of revising chapter VI of the Habana Charter, now 
being undertaken by the United Nations Social and Economie Council, the 
Commission said: 

“The practical choices facing the United States, in the Commission’s opinion, 
are either (a) to advocate retaining chapter VI substantially in its present form, 
or (b) to advocate replacing it by a simple and more flexible set of procedures, 
for considering and establishing international commodity agreements.” 

To many people outside of our country—and especially those who believe they 
have benefited from past attempts to control the price of rubber—such actions 
and reports from the administrative branch of our Government take on almost 
the stature of a policy already adopted by Congress as expressing the considered 
judgment of the American people. 


ADMINISTRATIVE BRANCH OF UNITED STATES GOVERNMENT POLICY RE INTERGOVERN- 
MENTAL COMMODITY AGREEMENTS 


Since the end of World War ITI, the policy of the administrative branch of 
our Government seems to have been: 

1. To promote an international agreement or charter which will legalize 
various forms of commodity agreements, and 

2. To discuss with other governments the advisability of intergovern 
mental agreements which impose restrictions upon the distribution or the use 
of commodities entering into international trade and of buffer stocks for 
international commodities. 

Yet these policies have never been approved by Congress. The Habana Charter 
was presented to the Congress for ratification. After hearings, however, Con- 
gress refused to authorize our Government’s participation in an international 
trade organization under the Habana Charter. 


PRESENT POLICY IS UNSOUND 


The B. F. Goodrich Co. believes that any action by the United States Govern- 
ment which encourages the government or peoples of other nations to hope that 
the United States may ultimately agree to some plan for international control 
of the production, distribution, or use of crude rubber is a disservice to all the 
peoples of the free world. 

As long as there is a possibility that an international agreement which will 
insure higher prices for crude rubber may be negotiated, crude-rubber producers 
have less incentive to increase efficiency, improve quality, reduce costs, or take 
other steps to compete successfully with manmade rubber—and governments of 
the crude-producing areas have less incentive to adopt fiscal policies which wiil 
promote the growth of sound competitive economies. 

The probability that our domestic economy will be affected when other countries 
find that artificially created economic props have no firm foundation should give 
our Covernment good reason to promote only those programs which are eco- 
nomically sound, 


AGREEMENTS NOW BEING PROPOSED ARE UNSOUND 


Regardless of the reasons which have been advanced to justify an inter- 
governmental rubber agreement, the primary objective of any such agreement 
would be to insure the producers higher prices than might be obtained in a free 
market. Now that the manmade rubbers are directly competitive with crude 
rubber in a wide area of usage, it is highly improbable that an agreement could 
be negotiated and enforced which would insure higher prices for crude rubber 
and also insure that the producers could sell all of their output at these higher 
prices. 

Rubber-products manufacturers who suffered large losses under past rubber 
agreements would surely develop other sources for rubber as protection against 
unreasonably high prices for crude rubber. This protection could be through new 
plantings in areas not under the agreement or, more likely, through operating 
existing manmade rubber facilities at higher rates or through building additional 
facilities. The search for adequate alternates for crude rubber for all uses 
would be stimulated. 
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The eventual result would be the same, whether the price-control mechanism 
was a buffer stock, a production or export restriction scheme, or a combination 
of the two ; 

The crude-rubber-producing countries participating in the plan would obtain 
a progressively smaller share of the world’s rubber requirements. I Itimately, 
either the agreement would collapse or crude rubber would cease to be an im- 
portant export from the participating countries. 


BUFFER STOCK NOT A SOLUTION 


Those who advocate a crude-rubber buffer stock for the purpose of limiting 
price fluctuations tend to minimize Pig 

1. The problems of fixing price floors and price ceilings which are satisfac- 
tory to both producers and consumers ; 

2. The political pressures of special-interest groups (producers will want 
the buffer-stock authorities to buy continually, never to sell; consumers will 
want the buffer stocks located in consuming countries) ; 

3. The difficulties in insuring that the buffer stocks include the grades and 
qualities which the consumers will buy; 

1. The probability that consumers would carry lower inventories if sub- 
stantial buffer stocks existed ; 

5. The problems of financing the buffer stocks ; and 

6. The costs of handling, storing, and rotating stocks that deteriorate in 
storage, all of which would make it more difficult for crude rubber to com- 
pete with manmade rubbers. 

And, we believe, they ignore the certainty of disastrous failure unless the 
development, production, and use of all competing materials are also controlled. 

This could be done only if the controllers had dictatorial authority—the power 
to make final decisions on all points of controversy and the power to enforce their 
decisions 

All participating nations would have to surrender their sovereignty insofar 
as rubber and all competing materials were concerned—would have to agree to 
accept and enforce the decisions of the controllers. 

There could be no free nations or free peoples in rubber, except for those coun- 
tries which refused to participate and which had or could develop other sources 
of supply. 


RECOMMENDED ACTIONS BY THE UNITED STATES GOVERNMENT 


The B. F. Goodrich Co. believes, however, that there are actions with respect 
to rubber which can be taken by governments and which will be of immediate 
and long-range benefit to all the peoples of the free world. 

We recommend that the United States Government— 

1, Announce that the Government will not be a party to any agreement which 
may result in intergovernmental control of the production, distribution, or use 
of rubber or which will interfere with the functioning of the free market in 
rubber, except during a period of national emergency. 

2. Announce that the Government is not now buying and does not contemplate 
buying any more crude rubber for adition to the national stockpile. 

3. Urge governments of the crude-rubber-producing areas to adopt policies and 
programs which will stimulate the development of a sound competitive crude- 
rubber industry. 

#. Issue a clear-cut statement of policy assuring both producers and consumers 
of rubber that the strategic stockpile of crude rubber now owned by the Govern- 
ment will be used only for the purpose of military and essential civilian 
security and will, under no circumstances, be used to manipulate rubber prices. 

5. Sell or lease to private industry all Government-owned man-made rubber- 
producing facilities as quickly as possible. Now that we have achieved national 
security, there is no justification for competition by the United States Govern- 
ment with private producers of crude rubber in other nations. 

6. Until the Government-owned facilities are disposed of, maintain the selling 
prices of Government-produced rubbers at levels which will recover full costs 
and return a reasonable profit on the invested capital. 


SUGGESTED ACTIONS BY GOVERNMENTS OF THE CRUDE RUBBER PRODUCING AREAS 


We believe that the Governments of the crude-rubber-producing areas can 
advance the interests of their own people by— 
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1, Encouraging lower production costs by bud grafting and seed selection to 
increase yields, and greater mechanization of methods of collection, washing, 
drying, and milling. 

2. Encouraging the merging of smaller companies into larger units, to make 
possible lower costs and to permit flexibility of operations, especially in periods 
when supply exceeds demand. 

3. Educating the individual owners or small holders to improve the quality 
of the grades of rubber they produce so that they may obtain a higher price for 
their product. 

4. Encouraging the growing of food by rubber producers and the diversification 
of crops, thus providing protection against declines in crude-rubber prices. 

Such constructive Government actions will make it possible for the reasonably 
efficient crude-rubber producers to compete successfully for a large share of 
the rubber market and will provide a sound foundation for permanent improve- 
ment in the standard of living in the crude-rubber-growing areas. 

Such a program should be of major assistance in the fight against communism 
in those areas. 

And such action should be in accord with the sound concept that a dynamic 
expanding world economy will, through increased production, bring higher 
standards of living to all peoples. 

The CuatrMan. Our next witness will be Mr. Roger McLean, coun- 
sel for the Sinclair Refining Co. 

Mr. McLean, you may proceed in your own way. 


STATEMENT OF ROGER McLEAN, REPRESENTING THE SINCLAIR 
REFINING CO. 


Mr. McLean. My name is Roger McLean. I am a lawyer and for 
the past 20 years have either been employed by, or a partner of, the 
firm to which the Sinclair Oil Corp. and its subsidiaries look for ad- 
vice in areas in which some technical skills may be useful. 

Sinclair subscribes to the objectives of the Rubber Act of 1948, re- 
stated by the President in his message of April 14, 1953, and restated 
here with respect to the disposal of the Government-owned rubber 
facilities. I want to discuss the mechanism of disposal in terms of 
certain problems we foresee will be presented. 

understand that H. R. 5728 was passed by the House yesterday, 
and, in view of the chairman’s statement at the start of these hearings, 
either is or will be before this committee. 

There appears to me to be three important differences between S. 
2047 and H. R. 5728, of which two, the question of a disposal board 
versus a disposal commission and board approval versus congressional 
approval, do not seem to bear significantly on the mechanism of dis- 
posal, while the third, negotiation versus bidding, bears directly on 
the mechanism of disposal and involves important questions. 

As to the first two differences, I express no view. On the third, the 
cliscussion I have heard to date seems largely to ignore the realities of 
the situation. I shall also have some comments with respect to minor 
aspects of S. 2047. 

It must be noted by anyone examining the mechanism of disposal of 
these plants that prospective purchasers are faced with definite un- 
certainties as to the future of synthetic rubber, resulting from com 
petition with natural rubber and with new products which may be 
developed, which involve normal business risks. What we are con- 
cerned with are risks involving uncertain purchase terms resulting 
from mechanism of disposal. For this reason, we strongly favor the 
mechanism of S. 2047, negotiation, rather than the mechanism of 


H. R. 5728, bidding. 
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If a request for bids could fix all details except the dollar figure, 
sealed bids would, no doubt, be an appropriate way to develop maxi- 
mum money realization by the Government. But lacking certainty in 
all other respects, the highest bid cannot be identified as that suggest- 
ing the highest dollar figure. And conditional bids cannot be com- 
pared. For example, the bid suggesting the higher dollar figure does 
not certainly identiiy the higher of two bids including different con- 
ditions as to nonconversion terms, restrictions on resale, disposal of 
output, or time of acquisition. 

I have several times heard the question as to whether, under H. R. 
5728, negotiations were to be had only with the highest bidder. The 
answer uniformly has been “Yes; all other conditions being the same.” 
I perceive no real possibility that “all other conditions” will be the 
same as between bona fide bids for any given facility, and hence find 
this not an answer to the question. 

It is reasonable to provide for proposals followed by negotiations 
with those making the proposals, but to provide for negotiations 
following bids, if the term “bid” is given its usual meaning—an offer 
that becomes a contract by acceptance— concedes that terms and con- 
ditions other than the dollar figure remain to be determined after the 
bid has been made. The same bidder should be expected to make dif- 
ferent bids against different terms or assumed conditions. 

The proper authority receiving proposals from a number of pros- 
pective purchasers can determine from the collective proposals the 
yattern best serving the public interest and negotiate to secure the 
foal offer on each of the several facilities. But if the proposals are 
made bids, thus foreclosing or impeding that authority from oppor- 
tunity to adequately take advantage of other factors which taken as 
a whole offer more, negotiation following bidding is pointless. 

In my opinion a satisfactory disposal plan can be reached only by 
open negotiation with both Government and industry fully cognizant, 
at the time of closing, of the overall pattern so that, for example, a 
purchaser of a butadiene plant will know whether the copolymer 
plant next door will or will not be sold and will or will not be oper- 
ated. The value to an industrial concern of almost any one of the 
facilities will be widely different depending upon whether an adja- 
cent facility is or is not sold and is or is not operated. If price is to 
be fixed by bidding without knowledge of such factors as this, those 
bidding will necessarily have to discount them in fixing the dollar 
figure. 

Thus while Sinclair subscribes to the provision in both bills for 
realization of fair value, we strongly feel that negotiations can lead 
to that result but bidding will not. 

If the mechanism is to be negotiation, as we think it should be, we 
think for the sake of clarity certain minor changes should be made 
in S. 2407 as follows: 

Page 3, last line, change “bidder” to “purchaser.” 

Page 4, first line, change “bidder” to “purchaser.” 

Page 5, line 12, change “successful bidders” to “purchasers.” 

Lines 16 and 17, change “successful bidders” to “purchasers.” 

Page 6, line 24, change “bids” to “proposals.” 

Page 10, line 15, change “bids” (both occurrences) to “proposals.” 

Line 20, change “bid” to “offer.” 
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I also wish to comment on section 9 (c) (3) (FE), line 19, on page 4. 
This requires a statement of terms and conditions as to sale of the 
end product to small business. Sinclair is interested in butadiene 
facilities, not in copolymer facilities. We know of no market for bu- 
tadiene which could be called a small-business enterprise. We there- 
fore think this paragraph, and paragraph 9 (f) (2), line 7, on page 7, 
should be limited to finished stocks of synthetic rubber. 

We think also that paragraph 9 (j), line 22, on page 8, should be 
limited to finished stocks of synthetic rubber for the same reason and 
for the additional reason that we cannot see how the Government can 
possible store either they feed stream to or the output stream from a 
butadiene plant. 

The time periods provided in the bill add up to about 15 months. 
This we think is unnecessarily long. The value the Government will 
receive is going down at a rate of not less than 10 percent a year. The 
‘difference between sale at the end of this year and sale at the end of 
next year may be millions of dollars. 

Uncertainties as to disposal should be -resolved as quickly as pos- 
sible to ensure adequate supplies. A fundamental feed stock is buty- 
lene. Those with butylene available can find other uses for it, and 
many are in a position to start to plan now to dispose of their butylene 
in other ways than by supplying it to butadiene plants. It should be 
apparent that while this disposal plan is going forward, those who 
have butylene available are going to be determining whether or not 
to make the butylene available to the butadiene plants, to build their 
own plants, or to do something else with it. The supply pattern for 
this contemplated competitive industry may be quite different if there 
is an inordinate delay in establishing it than it will be if disposition is 
prompt. 

I would also like to comment on paragraph 9 (f) (3), line 12, on 
page 7, providing for minimum potential manufacture. Suggestions 
have been made that the minimum should be fixed at 600,000 tons or 
more. If the minimum is as high as 500,000 tons, the whole disposal 
plan will fall unless the Neches butadiene plant is sold. Failure to 
sell it, or its accidental destruction, will terminate the plan, because 
a minimum of 500,000 tons cannot be achieved unless this plant 
operates. 

Finally, I believe disclosure of contents of proposals, paragraph 
9 (c) (3) (F), line 1, on page 5, should be mandatory, not discretion- 
ary and that paragraph 9 (1) (1) (G), line 9, on page 11, should be 
in the conjunctive rather than the disjunctive. 

Thank you. 

The CuatrmMan. Are there any questions, gentlemen ? 

It has never been quite clear to me how you could handle this matter 
on sealed bids. I wish we had more testimony on this subject. I pre- 
sume the House does have a lot of testimony on that subject and we 
will have to go into it very carefully. 

Mr. McLean. I presented substantially the same views in some- 
what more detail. 

The CuatrMan. Their act, as they finally passed it, was on the basis 
of sealed bids. 

Mr. McLean. It doesn’t say sealed bids, but it definitely says bids, 
and I understand that on the floor yesterday afternoon a statement was 
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made by Mr. Schafer that the bill means the high bidder is awarded 
ihe plant in the absence of something that disqualifies him. 

The Cxamman. Would it mean, then, if one company had the high 
bid on all these plants that they would be forced to sell it to them 4 

Mr. McLean. That would be subject to the antitrust restriction 
review. 

The Cuarman. On the matter of the quantity you think 500,000 or 
600,000 tons is all right provided this 1 plant is sold? 

Mr. McLean. No, I don’t see any reason for any quantity limita- 
tion at this time. The entire disposal plan is subject to review ap- 

roximately a year from now, and it would seem to me much wiser to 
ook at the pattern at that time than to try to determine now what a 
minimum amount should be. 

The Carman. Of course, the purpose of putting an amount in 
both bills was that we had to set up some sort of Vi ardstick or stand- 
ard for the board or commission to go by. We could not give them the 
right to sell and have them sell 1 or 2 p slants and still continue the RFC 
in the rubber business. We had to have some yardstick. 

Mr. McLean. That is true, but if you take the 650,000-ton figure 
that was suggested yesterday, if my calculations are correct, that re- 
quires that all the butadiene p Jlants be sold. If you take the 600,000- 
ton figure, that requires that all of the plants be sold except perhaps 
1 of the medium-sized ones or the 2 small ones. If you take the 500,000 
tons, you must sell the Neches plant. 

The CHamman. Your testimony has been very helpful and we 
appreciate It. 

Mr. McLean. Thank you, sir. 

The CHarrMan. Our next witness will be Mr. Winters, the execu- 
tive director of the Rubber Heel and Sole Institute. 

Mr. Winters, suppose you proceed in your own way. 


STATEMENT OF DR. ROBERT A. WINTERS, EXECUTIVE DIRECTOR, 
RUBBER HEEL AND SOLE INSTITUTE 


Mr. Winters. Mr. Chairman and members of the Senate Commit- 
tee on Banking and Currency, my name is Robert A. Winters. I am 
executive director of the Rubber Heel and Sole Institute, 551 Fifth 
Avenue, New York 17, N. Y. The institute is composed of 13 inde- 
pendent rubber and nuclear, or elastomer resin, sole and heel produc- 
ers. These companies produce a substantial percentage of the civilian 
and military rubber and nuclear soles and heels used in this country. 

The Carman. You did not bring any samples with you, did you? 

Mr. Winvers. I am sorry, I didn’t. 

The Cuarmman. I forgot to suggest. yesterday that some witness 
bring samples of these heels. 

Mr. Winters. The institute wishes to make known its position on 
the disposal of the synthetic-rubber plants now owned by the United 
States Government. My members have a vital interest in the disposal 
plans as their very existence can depend upon how the supplies of 
GR-S are distributed after the sale of the plants. A few facts will 
make our dependence on adequate supplies of GR-S at reasonable 
prices clear. 

During the peaceful period between the end of World War II and 


the beginning of the Korean war, when there was no mandatorv use 
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of GR-S except for the required use of approximately 200,000 long 
tons per year by the rubber-tire industry, the rubber and nuclear 
sole-and-heel industry was the largest voluntary user of GR-S. This 
was true in spite of the fact that during this period the price of 
No. 1 ribbed smoked sheets dropped below the price of GR-S. We do 
not have figures showing the exact status of the rubber and nucleat 
sole-and-heel industry today—you undoubtedly can secure such figures 
from RFC—but we are sure that we are one of the larger users of 
GR-S on a voluntary basis. The industry, in a brief to the NPA of 
November 17, 1950, estimated that it would use about 71,000 long tons 
of new rubber during 1951. 

An overwhelming percentage of this amount will have been GR-S. 
In 1951, the United States Census Bureau reports our industry to 
have been the fourth largest rubber industry in value of shipments, 
the total being approximately $148 million. The institute member- 
ship represents a substantial percent of these total figures as men- 
tioned above. 

Technological reasons are the cause of our large voluntary use of 
GR-S. The industry has brought out three major postwar products 
which can be best produced only with GR-S rubber. GR-S is the 
most valuable component of these products. These new products 
are the nuclear sole, the unicellular sponge-rubber sole, and, the most 
recent, the unicellular nuclear sole. 

Natural rubber, so far, cannot be used to produce satisfactory 
products of these three types. Yet these three types are the cause of 
the tremendous postwar expansion in the use of rubber and nuclear 
soles. In 1947 about 25 percent of all shoes and slippers produced 
were soled with rubber and nuclear soles. 

Senator Bricker. What does the word “nuclear” mean ? 

Mr. Winvrers. We didn’t want to call the soles rubber because in 
some instances rubber soles are looked upon as being a workshoe sole. 
No one produced a better name, so we decided to call them nuclear 
soles. 

Today, about 60 percent of all shoes and slippers produced have 
rubber or nuclear soles. As an industry, we are very important to 
the civilian and military welfare of this country. 

Our industry can continue to meet the demands upon it only if it 
has adequate supplies of GR-S. The members of the Rubber Heel 
and Sole Institute can continue to exist only if they can secure adequate 
supplies of GR-S at prices competitive with the supplies of the giant 
rubber companies which have heel-and-sole divisions. The taxes paid 
by the institute’s members helped create the GR-S industry. Dis- 
posal of the plants must be accomplished in such a way as to allow 
these companies to meet their greatest compet ition on even terms. 

Our membership has long been interested in the GR-S program 
of the United States Government. We have made several attempts 
to become part of the managers of the GR-S plants. For reasons 
unknown to us, RFC has never permitted a representative of our 
industry, which is one of the largest, if not the largest, voluntary user 
of GR-S in its managerial program. Of course, most of the giant 
rubber companies have heel and sole divisions, but in our eyes this 
does not constitute adequate representation. 

We believe we have peculiarly strong reasons for being included in 
the planning and operations of the GR-S indus try as some of our 
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members are among the largest consumers of GR-S in the country. 
We are continuing our attempts to be included. 

Senator Bricker. In your first figures back here, do you include 
in those the total production of the big rubber companies ? 

Mr. Wrnrers. Yes, the Census Bureau figures include the entire 
industry. 

The present administrators of RFC are alive to the problems in- 
herent in the disposal of the GR-S plants as far as the independent? 
user is concerned. RFC’s “program for disposal to private indus- 
try of Government-owned rubber-producing facilities” repeatedly 
states that disposal should “avoid situations of dominance,” assure 
“a supply of rubber to those users who do not purchase facilities,” 
and “permit the free operation of competitive forces.” We are in com- 
plete agreement with these aims. We realize, however, that it may 
be very difficult for such aims to be reached. Therefore, we urge that 
the Government study the situation carefully and develop a program 
best fitted to meet the above aims. 

When independent companies become dependent upon their greatest 
competition for vital raw materials, it leads to great uneasiness in 
the minds of the operators of the independent company. We do not 
want to be put into the position of having an industry we helped 
create used to destroy us. 

There are several items in the RFC report upon which I should 
like to comment. 

Page 9 of the report states it is debatable whether or not GR-S will 
be used if the price of natural rubber falls below that of GR-S. We 
have already proved that we do use GR-S during such price relation- 
ships, because of technological reasons. 

Page 15 of the report states that by 1958, there will probably be a 
1,100,000-long-ton deficiency of natural rubber. “This deficiency 
must be satisfied by United States synthetic capacity.” The Paley 
Commission report indicates a natural-rubber deficiency of about 
2 500.000 long tons by 1975. 

This situation means that if the GR-S industry is put into the hands 
of our largest competitors, it could result in our being squeezed out of 
the market because we might be able to secure only inadequate supplies 
of GR-S, which we need for technological reasons. Natural rubber 
1s not a substitute in many of our most important products. 

Senator Bricker. You mean there that your independent business 
might be squeezed if these plants were all sold to the bigger rubber 
companies ¢ 

Mr. Winter. That is right; in a period of shortage. That is the 
thing that has us most worried. 

Page 18: RFC states that there need be “no concern that disposal 
would, of itself, have the effect of reducing the productive use of the 
facilities as a whole.” Yet RFC (p. 5) recommends that “unsold 
plants [be] placed in standby, not to be offered for sale for 1 year.” 
The plants have not yet been sold, of course, but apparently RFC 
thinks some plants will not be sold, and we think it rather unlikely that 
the large plant at Institute, W. Va., for example, will be sold. A 
closedown of Institute’s facilities even for a year could do the inde- 
pendent company a great deal of harm because Institute production 
has been necessary to meet the independents’ demand for GR-S. 


1 Not one of the Big Four rubber companies 
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On pages 20 and 21, RFC again forcibly puts forward the need for a 
competitive GR-S industry, ‘but it also admits small companies can- 
not buy the plants; that the likeliest buyers are the present operators 
and the end e ffect will probably be “a tendency toward industrial inte- 
gration. 

Page 22: RFC correctly points out that there must be “a truly 
competitive source of synthetic-subber supply” for nonoperators of 
the plants. “This would not be provided if the pattern of disposal 
were so to allocate the plants that their output would be wholly captive 
to the demands of their owners, as fabricators, for synthetic rubber.” 
We desire to emphasize this point. We are afraid that such an event 
will happen and the results would be disastrous to the independent 
company if it does happen. 

We estimate that considering the Big Five rubber companies as « 
group, they now use or soon will use all the production of the GR-S 
plants which they manage except for the Institute, W. Va., plant. The 
Se of the ¢ ‘opolymer, General, and Phillips and part of the 

fidland plants is taken largely by the tire and wire industries. Part 
of the production of Kentucky Synthetic Corp. plant is captive. This 
leaves part of the Midland and Kentucky synthetic plants for the non- 
tire independent companies besides Institute. This is a situation 
fraught with danger for the independent company, if the plants are 
allowed to be purchased by their present managers. 

We strongly believe that a strong effort should be made by the 
Government to get most of the GR-S plants in the hands of non-Big 
Four rubber companies or nonrubber goods manufacturing com- 
panies. ‘There is no valid reason why a company should secure a 
plant just because it now operates it for the Government. 

We respectfully request that the ano law be worded so that 
a large percentage of the GR—-S production cannot be captive. The 
figures on page 28 indicating that 20 vide ‘tre companies used 77 
percent of the synthetic rubber while 650 amma used only 23 
percent point up this problem. Failure to protect the small com- 
pany will be felt all over the country, and bed only to further con- 
centration in the rubber industry. 

We believe the RFC report ‘to be an excellent one and recommend 
th: " their conclusions be adopted with the exceptions noted below : 

As it is vital to the in de} vendent company that supplies of GR-S 
ee available to him at approximately the same price as is given the 
giant rubber companies, we recommend that: No rubber goods manu- 
facturing company be allowed to purchase more than one GR-S plant 
under any conditions. 

2. If more than one GR-S company is sold to the giant rubber com- 
panies, we recommend that: 

In times of shortage of GR-S for a period of 15 years, the large 
rubber company must allocate at least 25 percent of its total produc- 
i of GR-S to the free competitive market at competitive prices. 

As the independent rubber and nuclear heel and sole company 
an use GR-S for technological reasons and as their greatest com- 
petitors, the giant rubber companies, will all have captive supplies 
of GR-S, we recommend that as long as any rubber company operates 
a Government-built plant, it cannot sell GR-S to any division or 
subsidiary of itself for less than the open market price for GR-S. 
We do not want to be faced with a situation such as we now have in 
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another basic raw material in which the chemical division of a large 
rubber company sells the same or a similar raw material to its own 
heel and sole division at a substantially lower price than it sells to 
the independent company. 

1. We strongly recommend that the RFC continue to operate any 


nonsold plants. The RFC report proves the existence of a long run 
shortage of supply of new rubber. Therefore, the production of 


the nonsold plants will be needed without any year’s hiatus in pro- 
duction. Particularly is this true if more th: in one plant is sold to 
the large rubber compani s. Ina pe riod of shortage , our members 
can be harmed greatly through slow deliveries and other shortage 
created prob lems. These p ylants are more likely to be sold in the future 
if th ey are ope ri ating rather than if they are shut down. The Govern- 
ment price for GR-S should be at or near the free market price. 

Turning now to 8. 2047, we believe that you have done an excellent 
job of drafting. The wording of S. 2047 indicates that you realize 
the dangers facing the small business enter prise during and after the 
sale of the GR-S facilities. I particularly want to « ‘ommend the ideas 
expressed in sections 9 (e) (3) (E) and 9 (f) (2). In our opinion, 
it 1s vital that disposal be carried out in each in a way that the small 
enterprise has a source of supply of GR-S, at prices competitive with 
those secured by the large rubber companies. 

We suggest the following changes in S. 2047 to carry out the ideas 
contained in our testimony above. 

1. Section 9 (c) (2) should be changed to provide a 180-day period 
during which bids may be filed. Some of our companies want to make 
a bid, but think more time is needed than the 2 or 3 months now 
suggested. We have not had the advantage of managing a copolymer 
plant and shall have to make surveys and arrangements after the 
Disposal Act is passed. 

2. We believe section 9 (c) (3) (B) should be changed so that no 
bidder can purchase more than 1 copolymer plant, although bids can 
be entered on more than 1 facility. 

3. We urge that one of the terms and conditions referred to in sec- 
tion 9 (c) (3) (E) be that no buyer will sell or deliver in any way 
whatsoever, synthetic rubber to any of his own divisions, depart- 
ments, or subsidiaries, at a price lower than the price the buyer is 
selling the same or similar synthetic rubber to outside consumers 

Another condition should be that each operator of a GR-S plant 
should offer a minimum of 25 percent of each type of GR-S he pro- 
duces on the open market at prevailing prices each month for the next 
15 years. 

By that, we do not mean that he could not use it himself, but as the 
figure is roughly 25 percent that the small companies use, we would 
like to see that offered each month to be taken up by the outside 
companies if they want it. 

4. Section 9 (f) (3) in our opinion should provide for a higher 
minimum capacity sold than 400,000 tons of GR-S. RFC reports ‘that 
in 1952 20 tire companies used 77 percent of the synthetic rubber 
produced. Applying this percentage to the 649,000 tons of GR-S 
produced, we find that the 20 companies used 500,000 tons of GR-S 
in 1952. A 400,000 ton minimum, therefore, could squeeze the small 
company out of a basic raw material market. 
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In fact, yesterday the officers authorized me to state that we will 
support Mr. Johnson’s statement that 650,000 long ton capac ity should 
be — before any transfer of the plants is allowed. 

Referring to sections 9 (j) and 9 (k), we argued before the 
oie Armed Services Committee that the ( rovernment should con- 
tinue to operate any copolymer plants not sold. The committee seemed 
to think this would prevent the sale of the facilities. Perhaps if a 
supply of GR-S is built up before the sale of the plants, a closedown 
of unsold plants for a short time would be safe. However, if the 
shortage forecasts are at all accurate, some provision should be made 
for the reopening of these plants even if they are still owned by the 
Government. 

The officers again authorized me to state that we would like to see 
at least a 200,000-ton GR-S surplus built up. 

GR-S is an absolutely vital raw material for us. We must have 
equal access to it. Therefore, we do not want to see most or all of the 
GR-S plants in the hands of the large rubber companies. 

To sum up, we are in favor of the sale of the Government GR-S 
plants, but if disposal is undertaken without certain basic safeguards 
for the independent producer, only tragedy can result for the in- 
dependent producer. We urge you to enact certain basic safeguards 
as suggested above. 

Thank you, gentlemen, for allowing me to present the views of the 
Rubber Heel and Sole Institute on the disposal of the synthetic rubber 
plants. 


ApPENDIx A.’—T'able of shoe and slipper production, 1947 52, with percent soled 
with rubber and nuclear soles 


Percent with Percent with 

Year Production rubber and Year Production rubber and 

nuclear soles nuclear soles 

Pairs Percent Pairs Percent 

1947 468, 069, 000 26. 6 1950 512, 374, 000 48. 0 
1948 479, 630, 000 35.0 1951 469, 599, 000 56. 0 

1949 ‘ 475, 593, 000 44.1 1952 108, 534, 000 5g 
1 This table is from Facts for Industry, Shoes and Slippers, issued monthly by the U. S. Bureau of the 


Census. The percentage figures were arrived at by adding tt rand composition” and ‘other’ 
sole percentages as we believe most of the ‘‘other’’ soles are produced by our industry. 





The table above shows you the effects of GR-S on the number of 
shoes and slippers being sold in the United States. There has been 
a very rapid increase, as you can see. 

The Cuairman. You do not think line 70, page 7 of the bill gives you 
the protection you are entitled tof | Reading: | 

Shall insure that small business enterprises and users other than the purchaser 
of the facility involved receive a fair share of the end products of the facilities 
sold, 

Mr. Winters. We like that wording very much, and we want it in 
there. We want to emphasize the problem as we see it. ‘The only 
question I would have on paragraph 2 is by what procedure this in- 
surance will be carried out. 

The Cnamman. Well, that will have to be written into it by the 
commission or whoever disposes of them. They will have to follow 
the law. It is pretty hard for us to spell it out in legislation. The in- 
tent of that, of course, is that whoever buys these plants must bun them 
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on a contractual basis that they will absolutely and positively sell to 
small business enterprise users. They must get a fair share, other 
than the purchaser of the facility. I would say that I am surprised 
that somebody has not brought up the fact already that uncer that 
language a buyer would have to deliver all of his production if it was 
« fair share to small business before he could use any in his own produc- 
tion. I have wondered why somebody has not brought that up, some 
buyer. Iam nota lawyer, but it seems to me that the language is that 
trong. Do you have any good Philadelphia lawyers here, or Ohio 
lawyers ! | Reading :] 

Shall insure that small business enterprise users other than the purchasers of 
the facilities involved receive a fair share of the end products. 

Mr. Winters. As I say, we would like to see that language in there. 

The Cuamman. I do not know whether there are any of these buyers 
who might possibly want to use the end product t themselves have taken 
. good look at that language or not. I imagine they have. Of course 
there again it would depe nd upon the wording of the contract entered 
into by the Commission or the Board, or whoever is going to dispose 
of it. * But they must take into consideration that clause. I do not 
think there is any que stion or controve rsy on the part of any mombers 
of this committee, | am sure, or the Congress. We cert: ainly have had 
no testimoi iy on the pari ot anyone here so far that these plants ouglit 
to be disposed of on the basis that every present user of synthetic rub- 
ber or anyone who wants to vet into the business in the future must 
receive his fair share. If I understand the language correctly, and 
[ believe I do, that means Set the pure haser of these plants must take 


care of the other fellow before he looks after himself, : far as the end 


product is concerned. 

= Winvrers. I can see where a problem would arise in interpreting 
he phrase “fair sl a 

The CHAIRMAN. Do you have a better word? I do not say that 
facetiously. Ido not think there is any de Sire O1 the part of anybody, 
even those who will bid on these plants, to do it other than on the basis 
that we developed a synthetic rubber indus try in the United States big 


enough and on ible of supplying every user in the United States. 

I am sure that those who buy these plants hope that your industry, 
for examp i. sell twice as many pairs of shoes using this material in 
their soles in the next 10 years as you have in the last 10 years. That 
would be my ambition if I were going to buy one of these plants, that 
the business go up and up and up, and that I could increase my 
production. 

Mr. Winters. In interpreting the fair share here, we appeal to his- 
tory in suggesting that 25 percent of the production be offered on the 
market each month. That is historical. That could change in the 
future. 

The Cnatrman. That might even hurt you because if they received 
25 percent and they incre: ased their production, doubled production, 
for instance if they were producing a 100 and they produced 200, 
they would be getting 25 percent and might not be getting enough 
if your production likewise increased. There is always some danger 
of using a specific percentage. 

Senator Bricker. You cannot do it in this case because there might 
be no interests come in who want to get into this field with an entirely 
new utilization of the product. You have got to expand the economy 
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with a changing economy. Putting it on a percentage basis would be 
very impractical. 

The Cuairman. The percentage basis might well hurt the little 
fellow rather than the big fellow. I do not suppose the big fellow 
would have any objection to saying 25 percent and if you did not take 
it, I do not suppose he would have any objection. 

Mr. Winters. Our object is, if the shortage develops which has been 
forecast by many sources, then we think there must be some way so 
that the small companies will get adequate supplies. 

The CuarrMan. You are a 100 percent right, and we are 100 percent 
with you. All of the witnesses that we have had are with you 100 
percent. The question is, what is the best way to write the language? 

Mr. Winters. That is right. 

The Caamman. Can we further tighten it without doing harm to 
everyone? Senator Bricker and I have no pride in authorship in 
this language. I cannot speak for him, but as far as I am concerned 
we will take the language of the House if they have better language 
than we have in any respect in this bill. We just have one interest, 
and that is in getting a good bill, and we do not care who writes it, or 
who comes up with the language. We have no interest in that at all. 

Mr. Winters. I do not think a minimum percentage would be very 
harmful to small companies or to large ones. If it is a minimum 
percentage, more can obviously be offered. In a shortage period the 
minimum would become available. Ina period when there is no short- 
age it would be meaningless. 

The Cuatrman. Then you have to take into consideration the fellow 
who is not now making heels. I might decide I want to make them 
tomorrow. If I do, 1 ought to have an allocation, too. 

Mr. Winters. This is not an allocation. It is a general offer on the 
open market at the competitive prices. 

Senator Bricker. I cannot conceive that this industry will become a 
static industry by the sale of these Government plants. ‘There might 
be an economic restriction upon expansion because of the depreciated 
value of these plants. The present value of the dollar is not as sound 
as it was at the time these plants were built. Putting a competitive 
restriction on the sale of the end product might not be too good. 
I think you are going to see an expansion if there is a need for this 
product or the products in any field. It has been the history of 
American industry that it expands to meet that need wherever it 
arises. If we need rubber for soles, somebody is going to make rub- 
ber for soles. If we do not make it in these plants there will be other 
plants established. I think there will be a new vitality given to this 
industry when it gets into private hands that could not possibly be 
given in any other way. Possibly there will be an expansion of plant 
production or facilities that will meet the need. That is my feeling. 
Nobody can _ that in the bill. 

Mr. Winters. I agree with you that the industry should have new 
vitality. 

The Cuatrman. I gather from your testimony that you want to make 
certain that what you call small industry or small users of this product 
be 100 percent protected. That has been the substance of your 
testimony. 


35425—53———_10 
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Mr. WINTERS. We want a fair access to this supply. We need to use 
it technologically. .A shortage is forecast and we can see where a 
shortage could bring us into a very a situation. 

The Cuairman. In other words, when the Government disposes of 
the plants you want to mate eee at t your use rs of the } product rece ive 
a fair share of the product at a fair price. 

Mr. Winters. That is right. 

The Cuairman. And you feel that your industry will use more 
=ynthetie rubber in the future rs ather than less. 

’ Mr. Wryrers. I think that is correct. 

The Cuatrrman. Does the language in the House bill satisfy you? 

Mr. Wrnvers. I have not gotten a copy of the bill. As I read the 
newspaper reports, t the bill they passed was a definite improvement. 

The CHARMAN. pin House passed the bill, and we will pass some 
kind of a bill here, or rather we will report it to the floor of the Senate, 
I presume. Let me aa it the other way around. If and when this 
committee reports a bill and the Senate passes it. then, of course, the 
two will be in conflict, meaning we iron out the differences between 
the two ite. Is your industry satisfied with the language in the 
House bill, or have you not had a chance to study it yet? 

Mr. a As I say, I haven't had a chance to read the bill, but 
[ should be very glad to go over it and send you a letter with our com- 
ments. 

The CuHainman. You gentlemen who want to see these bills amended 
had better work pretty fast because the House has passed a bill, and 
we are going to finish our hearings on Monday. I understand the 
en of Defense and the Small Defense Plants Administration 

vant to be heard on Monday. This isa pretty fast working committee, 
so you had better get your amendments in and get your ideas in or 
forever hold your peace. Now th: it the House has acted upon the bill 
over there, the Senate ought to do likewise, and I think we can. We 
are aware of your problem, [I will assure you of that, and we are going 
to do the best we can to solve it. I think that is true of everybody 
connected with it, RFC, the Government, even those who hope to buy 
these plants. I think their ambition is to turn out so much synthetic 
rubber that it will be running out of your ears. Their hope is that 
you will sell twice as many shoes with menthniin soles as you have been 
selling. If you have any specific suggestion on language, we would 
like to have ‘the mm. 

Mr. Winters. All right. 

The CuarrmMan. That does not mean that we will take them. but we 
will certainly want to consider them. 

Senator Payne. On page 9, Mr. Chairman, in observing the type 
of production that has been increasing here on using the rubber in the 
so-called nuclear heel, it is pretty easy to cbserve what has happened 
to the hide industry that we he ard so much about in the hearin igs we 
he lk | on economic controls legislation se veral weeks ; ago. 

Mr. Winters. It has affected the leather industry without doubt, 
although the total shoe production has increased so there has not been 
a great deal of oversupply. 

Senator Payne. You have increased your usage by better than a 
hundred percent from 1947 through 1952, and yet your production of 
pairs of shoes has gone up relatively little, not much over 10 percent in 
that same period, 
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The CuHatrman. Thank you very much. Our next witness will be 
Mr. Ross W. Thomas, vice preside nt of Phillips Petroleum Co. 
You may proceed, Mr. Tomas, in your own way. 


STATEMENT OF ROSS W. THOMAS, VICE PRESIDENT, PHILLIPS 
PETROLEUM CO. 


Mr. Tuomas. Mr. Chairman, I have a prepared statement. With 
your permission i shall read it. 

The Cuamman. We will be very happy to have you do so. 

Mr. Tuomas. I am Ross W. Thomas, vice president of Phillips 
Petroleum Co. and its chemical manufacturing subsidiary, Phillips 
Chemical Co. We now operate for the Government both the butadiene 
plant and copolymer plant at Borger, Tex. We are interested in 
the purchase of both of these plants. We are not in the business of 
manufacturing rubber products and we have no plans to get into that 
phase of the rubber industry. 

If we buy these plants, we will not be in a position to use the syn- 
thetic rubber we will manufacture. We must, therefore, offer such 
rubber for sale in the open market. Since most of the large rubber- 
goods manufacturers will probably purchase Government-owned rub- 
ber plants, our market for synthetic rubber will be confined to the rub- 
ber companies, large and small, which will not have a captive source 
of supply. 

The Borger plant will produce more than 20,000 tons of butadiene 
per year in excess of the requirements of the copolymer plant. This 
butadiene must also be offered for sale in the open market. 

We believe that the prompt sale of the Government-owned rubber 
facilities to private industry will best serve the needs of national secu- 
rity and the public interest. For example, privately conducted com- 
petitive research and development will certainly improve synthetic 
rubber. We believe that the transition from Government to private 
operation will be accomplished smoothly and without significant 
interruption in plant operations or inav: ailability of rubber. 

In this connection, it 1s interesting and encouraging to note the great 
expansion of ammonia, aluminum, neoprene, steel, and styrene facil- 
ities, for example, which private industry has accomplished since 
acquiring plants originally built by Government to fill a wartime 
need in these fields. We believe that the synthetic-rubber industry 
likewise will flourish under private ownership and will give a broader 
base to the Nation’s security than would otherwise be possible. Phil- 
lips participation in the privately operated synthetic-rubber indus- 
try will foster vigorous competition within the industry as well as 
with natural rubber. 

We are in accord with the general purpose of proposed Senate bill 
2047; but as prospective independent rubber producers, we recom- 
mend the following changes: 

We suggest that consideration be given to modifying section 9 (g) 
to provide for a 5-year term national-security clause. The plants were 
built over 10 years ago. If disposal takes over a year, as is likely, 
they will at the end of another 5 years be 16 years old, and caduake. 
edly more technically obsolete than now. A perpetual national-security 
clause provision would, in our opinion, be burdensome to the buyers 
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and detract from the prices at which the plants might otherwise be 
sold. 

Section 9 (j) reads in part: 

During the period of 1 year following the termination of the transfer period, 
the disposal agent shall offer for sale at a price determined in accordance with 
the Government pricing policy prevailing at the close of the transfer period, all 
finished stocks of synethic rubber and its component materials held by the Gov- 
ernment at the close of the transfer period in such a manner as to make available 
to nonpurchasers of facilities and small-business enterprises a fair share of such 
finished stocks of synthetic rubber 

We believe that the Government should get completely out of the 
synthetic rub ber business and out of competition with private in- 
dustry at the end of the plant transfer period; that all component ma- 
terials should be sold to purchasers of the plants and finished stocks 
of synthetic rubber should be sold to synthetic rubber users and to 
the purchasers of the plants during the negotiating and transfer 
periods; and that physical delivery of such materials should be com- 
pleted within 60 days after the transfer. 

it has been stated that Bureau of Budget may limit RFC working 
inventories to a maximum of 85,000 long tons of all types of synthetic 
rubber. This is about 135 percent of the current monthly GR-S pro- 
duction rate and requires $44 million of working capital at the cur- 
rent GR-S selling price of 23 cents. If high-cost alcohol butadiene 
in substantial quantity is used to build or increase this inventory, the 
cost per pound of rubber and the total capital employed would 
greatly increase. 

Sy nthetic rng users can increase their private inventories if they 
feel insecure as to the synthetic rubber supply during the transition 
period. We hi lie ‘ve the users can relp on private operators to maintain 
production and shipments at adequate levels. We are confident that 
plant capacity will be quickly enlarged by private capital in response 
to evidence of increases in demand for pl: unt products. 

We believe that the public purse should not be called upon to finance 
stock above normal working inventories during Government opera- 
tion; that above-normal stocks the unnecessary and undesirable; and 
that no element of industry should benefit by a possible windfall such 
as purchase of Government-made rubber inventory below cost. An 
industry just commencing to operate under the private enterprise 
system should not be forced to undergo simultaneously the rigors of 
liquidation of a Government inventory of stockpile. and the dual 
pricing system that would undoubtedly result. To these ends suit- 
able revision of section 9 (j) is respectfully suggested. 

Section 9 (k) (3) provides “no such facility shall be dis sposed of by 
sale within a aise of 1 year from the termination of the transfer 
period.” This provision might work an injustice to purchasers of 
plants, as second-run purchasers of such surplus plants might acquire 
them at a bargain level and would thereupon have an unfair advan- 
tage over the first-round purchasers. Deferring such sales for 3 
years would seem more equitable. 

I thank the committee for the opportunity of presenting our view- 
points. 

The CHamman. Are there any questions, gentlemen ? 

Senator Bricxirr. What percentage of tot: ‘al need of those outside 
of the tire companies does your company now produce ? 
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Mr. Tuomas. Senator, the Borger copolymer plant has a Govern- 
ment-rated capacity of 66,000 tons a year. It is my recollection that 
rhea approximately 650,000 tons of GR-S ¢ ‘onsumed, about 20 percent 

s for nontransportation uses. We produce only a portion of that. 

The Cuamman. Do you have any questions, Senator Payne? 

Senator Payne. I have no questions. 

The CuHarman. Thank you very much. We appreciate your testi- 
mony, Mr. Thomas. 

Our next witness will be Mr. A. H. Nellen of the Lee Rubber & Tire 
Corp 

Mr. Nellen, suppose you proceed in your own way. 


STATEMENT OF A. H. NELLEN, VICE PRESIDENT, LEE RUBBER & 
TIRE CORP. 


Mr. Netten. Gentlemen, I am Arthur H. Nellen, vice president of 
the Lee Rubber & Tire Corp., which has factories manufacturing auto- 
mobile tires, tubes, druggists’ goods, rubber sundries, and repair 
materials at Conshohocken, Pa., aaa a subsidiary, the Republic Rub- 
ber Division of Youngstown, Ohio, which manufactures a full line of 
hose, belting, and miscellaneous mechanical rubber goods. I am also 
vice president, director, and member of the executive committee of the 
Copolymer Corp. of Baton Rouge, La., of which the Lee Rubber & 
Tire Corp. owns a oneseighth interest. In the year 1952, the Lee 
Rubber & Tire Corp. had sales of approximately $45 million and, 
therefore, may be considered one of the smaller tire and rubber 
companies. 

As an old-established tire and rubber manufacturer, we are very 
much concerned about the entire synthetic rubber program and the 
legislation which is now under consideration to sell the presently 
Government-owned plants to private industry. We are very much 
in favor of the purpose of the bill, namely to get the rubber business 
out of Government hands and into private operation, and we believe 
that such a transition will further our national defense objectives, will 
promote private enterprise, and will reduce to some degree the burden 
on American taxpayers. 

As a small rubber company, we are in a constant competitive battle 
for existence and, therefore, we must point out certain problems which 
affect our future position in the industry. To operate our plants, we 
must havea constant supply of our basic raw material, which is rubber 
hydrocarbon, whether the natural type, as produced in the Far East, 
or the synthetic, or so-called man-made ty pe, as produced in the 
Government-owned plants. Not only must we have a sufficient supply 
of our material, but must also be sure that it has the proper qu: lity 
and it is necessary for us to buy ata competitive Pp rice. The price of 
rubber is one of the most important factors in the cost of producing a 
tire, as an increase of 1 cent per pound in the price of synthetic rubber 
will increase the selling price to the customer of a medium-size passen- 
ger tire by approximately 20 cents. It is obvious, therefore, that if we 

‘annot procure synthetic rubber of the proper quality at a price very 
ciate to that which our large competitors pay, we W ill not be able to 
compete in the market place in selling a tire of similar quality, and we 
would be forced out of business. 
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Together with the other directors of the Copolymer Corp., we have 
viven long and careful consideration to the matter of plant disposal 
as it concerns our group. ( ‘opolymer C orp. is interested in purché is- 
ing the butadiene and rubber-producing facilties which it is now 
operating, providing that they can be purchased on terms which will 
permit ee m of rubber for the participating companies at a 
quality and a price which will allow our group to compete with the 


t 


miayor tire yrodue ers. 


We agree with section 2, paragraph (F) (1) in 8. 2047: 


The disposal agent shall develop a disposal plan that will realize for the 
fair value of each Government-owned rubber-producing facility 
and that will not, in the opinion of the Attorney General, tend to create or 
maintain a situation inconsistent with the antitrust laws. 





Government a 


However, there is a possibility that with the differences which exist 
in the various plants and the circumstances which govern the prac- 
ticality of bidding on the various facilities, it could well be that a bid 
would be made and accepted for a certain facility which would be 
enough lower than a bid for another similar facility so that the success- 
ful bidder of the second facility might be out of line comparatively in 
operating his plant in competition with the first. 

Therefore, it seems to me that to clarify and strengthen this para- 
graph, a sentence such as the following should be added : 

This plan shall insure each purchaser that his facility or facilities are priced 
fairly in relation a the price paid by other purchases of similar facilities, so that 
each facility may be operated in fair competition with another. 

In H. R. 5425. a sentence such as this could be included in section 17. 

With regard to the 3-man Rubber Plant Disposal Board, as set up 
in section 2 (B) (1) in S. 2047, we feel that this would be a practical 
means of administering the law, but we believe that the 3-man Com- 
mission, as set up in H. R. 5425 under section 3 (A) and (B), is more 
workable and we would inver the Commission as set up in the House 
bill. 

In S. 2047, no congressional review is required, whereas in H. R. 
5425, section 9 (b), such a review is specified. We favor the House 
provision in this ee 

I thank vou for the privilege of giving you my views on this very, 
very manent unt legislation. 

The Cuamman. What is your opinion on bids versus negotiation ? 

Mr Non EN. I think you need both. I think the bids must go in first 
and then you negotiate later. I think the bill here provides for what 
I have suggested, in that the Commission naturally would be expected 
to see that the plants would operate on a fair competitive level, but 
my own th ought was that it should be so stated in the bill so that later 
there could be no question about the Commission operating directly 
under the law. 

The Carman. I see you favor the Commission idea expressed 1 in 
the House, with the approval of Congress, over the Senate version. 

Mr. NeLuen. Yes. 

The Cuarrman. I think that has merit to it. 

Mr. Neuen. I do. 

Senator Payne. Am I correct, Mr. Chairman, that Mr. Cravens 
made the suggestion that Congress review it ? 


The Cuarmman. I forget whether he did or not. 





DISPOSAL OF RUBBER PLANTS 147 


I am not saying it is better than the Senate language. I do not 
know that it makes any difference as long as a good job is done. I 
can well see months and months of delay. I can well see a year or 2 
or 3 years’ delay if the whole plan comes back to Congress. Maybe 
that is the better way to do it, but it certainly has a lot of elements 
of delay. 

Are there any further questions ? 

I do not believe I have any further questions. 

Your statement is very clear, and we appreciate your testimony. 

Has anyone else anything to say this morning¢ Does anyone else 
want to be heard? We have 25 minutes before 12. If not, we will 
recess until 10 o’clock Monday, at which time we will hear the Depart- 
ment of Defense and the Small Defense Plants Administrator. I] 
have just been informed that the Federal Trade Commission does not 
wish to testify, but will file a statement instead. We will come in at 
10 o’clock Monday morning to hear the Department of Defense and 
the Small Defense Plants Administrator, after which we will meet 
in executive session to write up this legislation at the earliest possible 
moment. 

If there is nothing further, we will recess at this time. 

(Whereupon, at 11:35 a. m., the committee recessed until 10 a. m., 
Monday, June 29, 1953.) 
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MONDAY, JUNE 29, 1953 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, PD. C. 

The committee met pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) pre- 
siding. 

Present: Senators Capehart, Bricker, Bennett, Payne, Robertson, 
Sparkman, and Douglas. 

The Cuatmrman. The committee will come to order. 

Our first witness will be Mr. Rosenthal of the Small Defense Plants 
Administration. 

Before you proceed, Mr. Rosenthal, let me put some things in the 
record. 

Without objection, we will place in the record a letter, together 
with a statement, from Harvey S. Firestone, Jr., chairman of the 
board of the Firestone Tire & Rubber Co., of Akron, Ohio. 

(The letter and statement referred to follow :) 


AKRON, OHIO, June 27, 1953. 
Hon. Homer BE. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, 
Washington, D. C. 

Dear SENATOR CAPEHART: I have had representatives in attendance at the 
hearings of the Senate Banking and Currency Committee on 8S. 2047, concerning 
the disposal of Government-owned synthetic-rubber-producing facilities. 

The proceedings have been very interesting, and I believe very complete 

I would like to submit a statement expressiig my views on this very important 
legislation, and give you the opinions of our company on some of the specific 
provisions of the proposed legislation. 

Sincerely, 
Harvey S. FIREsTONE, Jr., Chairman, 


STATEMENT OF HARVEY S. FIRESTONE, JR., CHAIRMAN, FIRESTONE TrrE & RUBBER 
Co., AKRON, OHIO 


Mr. Chairman and gentlemen of the committee, at previous hearings of con- 
gressional committees, I have expressed my views on rubber legislation. I have 
always urged that the manufacture of synthetic rubber be placed entirely in the 
hands of private industry. In testimony before the Senate Armed Services Com- 
mittee on June 6, 1950, I stated in part: 

“The obligation to furnish the synthetic-rubber requirements of the rubber 
industry in peacetime and to bear the costs of operating such an enterprise 
should not continue to be assumed by the Government any longer than is neces- 
sary. Our company is prepared to take over from the Government our share of 
these responsibilities, and furthermore to accept the conditions of the Govern- 
ment security agencies with respect to national security * * * 
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“Industry will be impelled to accelerate synthetic-rubber production, research, 
and development in the climate of competitive, free enterprise which has been 
responsible for American industrial progress down through the years. Continued 
governmental operation is inconsistent with the democratic form of government 
and its system of competitive free enterprise for which this country stands, and 
which it is attempting to foster throughout the world. 

“Our interest in securing the independence of this country with respect to 
the supply of rubber at a reasonable cost is historical, and I wish to repeat 
what I have said many times: That our synthetic-rubber industry is the best 
paid-up insurance policy that this country ever had. It is vital to our national 
security and to our economic independence that we maintain this industry. In 
my opinion, this can best be achieved by having manufacture and research of 
synthetic rubber returned to private industry at the earliest possible time.” 

My position today is unchanged. I believe that now is the time to sell the 
Government-owned synthetic-rubber industry. 

There are certain specific aspects of the disposal program on which I would 
like to comment: 

1. I indorse proposals that have already been submitted for building up, be- 
tween now and the time when the facilities are transferred, an inventory of 
synthetic rubber up to 200,000 tons. This would require a continuation of pro- 
duction at maximum capacity. 

2. Inasmuch as industry will pay a fair price for the facilities, it is my recom- 
mendation that the Disposal Act provide that the purchaser of a facility be 
authorized to write accelerated amortization, and that the Treasury Department 
accept such amortization for tax purposes. I feel that such action is justified be- 
cause of the age, the present obsolescence and the potentially greater obsolescense 
of the facilities, and the obligation of the purchaser to maintain the facility in 
the interest of national security. Rapid amortization of, say, 5 years would en- 
courage the owners of the plants to make further investments in the improve- 
ment and expansion of the present facilities. 

3. S. 2047 provides for continuing basic research by the Government for 1 year 
after the transfer period, and then for the President to report to Congress on the 
need, if any, for further basic research by the Government relative to the pro- 
duction or use of synthetic rubber. I believe that the earlier the research and 
development program can be put on a private, competitive industry basis, the 
more effective it will be. I see no compelling reason why the Government 
synthetic-rubber research program in its present form should be continued be- 
yond the transfer period. 

1. It appears to me that both S. 2047 and the companion House bill limit the 
right of the reviewing agency to approval or disapproval of the proposed dis- 
posal program as a whole. It might be more constructive to allow some leeway 
for approval or disapproval in part, so that if all provisions of the law are met 
by the vast majority of the proposed sales presented for approval, any few 
proposals deemed desirable could be rejected or referred back for further nego- 
tiation instead of invalidating the entire disposal program. 


I am hopeful that the enactment, during this session of the Congress, of legis- 
lation designed to place the manufacture of synthetic rubber in the hands of 
private industry will be accomplished. 


The Cuatrrman. We will put in the record, a wire addressed to me, 
by J. P. Seiberling, of the Seiberling Rubber Co., Akron, Ohio. 
(The telegram referred to follows:) 


AKRON, OHIO, June 26, 19538. 
Senator Homer CAPEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C.: 
Regret circumstances prevent appearance before your committee to testify 
upon S. 2047. But desire endorse position taken by Mr. A. L. Freedlander, 
president, Dayton Rubber Manufacturing Co., in his prepared statement pre- 
sented to your committee with particular emphasis upon desirability provisions 
House bill reference Non-Governmental Disposal Commission and Review Com- 
missions decisions by Congress. 
Respectfully, 
SEIBERLING RUBBER Co., 
J. P. SEIBERLING, 
President. 
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The CHAIRMAN. Now, Mr. Rosenthal. suppose you proceed in yvour 
own Way. 


STATEMENT OF ALBERT J. ROSENTHAL, GENERAL COUNSEL, SMALL 
DEFENSE PLANTS ADMINISTRATION 


My name is Albert J. Rosenthal. I am General Counsel of the 
Small Defense Plants Administration. 

I would like to thank the committee for this opportunity to present 
my views on 8. 2047. 

I have with me, Mr. Alexander Firfer of our Office of Programs and 
Economic Analysis. I might state at the outset that we have not had 
time to clear our statement with the Bureau of the Budget. 

With your permission, I would like to restrict my testimony to the 
aspects of synthetic rubber as they effect the interests of small business. 

The plan to be adopted by the Congress for the sale or dis posal of 
Government-owned synthetic rubber facilities is of particular interest 
to the Small Defense Plants Administration. Many small-business 
men have invested their savings in new businesses or new methods of 
production which utilize the output of the synthetic-rubber plants. 
These businesses have helped meet the military needs of the country, 
and they have contributed to the national welfare and to our general 
prosperity. 

Based on previous testimony before this committee on (a) the rub- 
ber-supply requirements of our national security, (6) the growing 
demand for synthetic rubber, and (c) the consequent need for addi- 
tional investment in the very near future, we believe that it is both 
desirable and commendable that Congress enact legislation providing 
for disposal, to private business, of Government-owned synthetic-rub- 
ber facilities. However, in disengaging from competition with pri- 
vate enterprise, it is incumbent upon the Government not to jeopardize 
the channels of supply upon which small-business men have become 
dependent. 

We therefore regard it as essential that the Government examine 
the supply problems which disposal will create, and that reasonable 
efforts be made to minimize such ensuing dislocations and difficulties 
as may be anticipated. 

The main concern of the Small Defense Plants Administration is 
that, in the event that rubber is not freely available to all prospective 
purchasers in sufficient quantity to meet their needs, small independent 
fabricators of rubber products will be afforded an equal opportunity 
to obtain rubber for use in their operations. In all likelihood, most or 
all producers of synthetic rubber will be integrated companies which 
will also manufacture rubber products. Independent fabricators will 
thus have to obtain rubber from concerns with whose fabricating 
departments they are competing. In the event of scarcity of rubber, 
independent fabricators may well be placed at the mercy of their own 
competitors. While we at SDPA cannot predict the future supply 
of or demand for rubber, recent Communist incursions in southeast 
Asia certainly afford reason for apprehension. 

We were gratified to note that S. 2047, has taken account of this 
problem. Section 9 (c) (3) (E) requires that proposals for purchase 
shall contain— 
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the general terms and conditions which the prospective purchaser of a facility 
would be willing to accept in order to make the end product of such facility 
available for sale to small-business enterprises and users other than the pur- 
chaser of the facility. 


Moreover, section 9 (f) (2) provides that 
The disposal plan for the Government-owned rubber-producing facilities shall 
insure that small-business enterprises and users other than the purchaser of the 


facility involved receive a fair share of the end products of the facilities sold. 


both of these provisions we regard as highly important for the pro- 
tection of small independent fabricator 

A large number of healthy small concerns have grown in fields in 
which synthetic rubber is used. Whole industries are dependent upon 
the continuation of an available supply. As a matter of equity, the 
interests of independent fabricators, whose survival hinges upon a 
supply of synthetic rubber produced by Government-owned plants, 
should be given protection. 

It would be disheartening to many small concerns to find that the 
synthetic rubber supply sources on which their livelihoods depend 
have been sold to their larger anpebans s without sufficient provision 
by Congress to protect their interests. It may be noted that a portion 
of Government-sponsored new aluminum production for the next 20 
years has been reserved for independent fabricators. Similar provi- 
sions do not seem inappropriate for rubber fabricators. 

We feel that there is so much at stake that even stronger safeguards 
than those provided by this bill are essential. We believe that more 
positive instructions should be given to the Board, particularly in- 
structions to review and report on current consumption patterns, to 
investigate the probable impact of disposal on such consumption, to 
estimate changes in supply—demand relationships in the foreseeable 
future, and to indicate any needed steps required to insure a fair 
supply of synthetic-rubber production to independent fabricators. 

Senator Roserrson. May I interrupt there? 

Mr. Rosenruar. Yes, sir. 

Senator Roserrson. W hy do you not frame the kind of amendment 
that you say is needed to strengthen the provision for the protection 
of small industries and submit it to the committee ? 

Mr. Rosenruan. We will be glad to, sir. We will send one over. 

(The following was submitted for the record:) 

SMALL DEFENSE PLANTS ADMINISTRATION, 
Washington, D. C., June 29, 19538. 
Hon. Homer E, CAPEHART, 


Chairman, Banking and Currency Committee, 
United States Senate, Washington, D. C. 

Drar SENATOR CAPEHART: Pursuant to the request of the Senate Banking and 
Currency Committee this morning, in connection with our testimony on the 
disposal of Government-owned synthetic-rubber facilities, the following specific 
language proposals are submitted for your consideration : 

1. Section 9 (f) (2) to be amended to include the following: 

“To insure this end the disposal agents shall review and report on current 
consumption patterns, the probable impact of disposal on such consumption, 
changes in supply-demand relationships in the foreseeable future, and any ad- 
ditional steps needed to insure a fair supply of syuthetic-rubber production to 
independent fabricators.” 

2. Section 9 (f) to include, as well, a fifth paragraph, following section 
9 (f) (4), containing the following: 

“(5) Each contract of sale shall contain a provision that, whenever the Presi- 
dent finds there is a scarcity or maldistribution of rubber, he may determine 
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what constitutes a fair proportion, to be set aside for independent fabricators, 
of synthetic rubber produced in plants disposed of pursuant to this law.” 

3. Section 9 (j) to include the following insert at line 5, page 9: 

“Such sale shall be made with due regard to the monthly supply requirements 
of purchasers, permitting the purchaser to make payment in a manner similar 
to that which was made during the preceding period of Government ownership 
of the synthetic rubber plants.” 

4. Section 9 (f) (3) should be supplemented or replaced by: 

“The disposal plan shall insure the potential manufacture of a sufficient quan- 
tity of synthetic rubber to meet the demand of nonintegrated, as well as in- 
tegrated, users.” 

Sincerely yours, 
ALBERT J. ROSENTHAL, 
General Counsel. 

Mr. RosenTHAL. In addition, and most important of all, we would 
urge that each contract of sale contain a builtin protection against 
any possibility that a fair proportion of the products of these pl: ints 
would be denied to inde pendent users of synthetic rubber. This might 
be accomplished by providing in each sale contract that, whenever the 
President finds that there is a scarcity of rubber, he shall determine 
what constitutes a fair proportion, to be set aside for inde pendent 
fabricators, of synthetic rubber produced by plants disposed of pur- 

suant to this law. 

Senator Rozertson. May I interrupt there again? 

Mr. RosentHau. Yes, sir. 

Senator Ropertson. It would be of particular concern for inde- 
pendent business. Do you have something in your statement where 
you express the same concern for the consumer ? 

Mr. Rosentuau. The ultimate consumer of a product manufactured 
from rubber, sir? 

Senator Ropertson. That is right. You say you represent those 
who fabricate this rubber 

You want to get adequate supplies and you do not want to have to 
buy it from some monoply. 

What is your concern for the fellow who is going to buy from you? 

Mr. Rosentuav. First of all sir, representing the Small Business 
Defense Administration, our interest in this, as directed by Congress, 
is only on behalf of the small-business man rather than the consumer; 
but secondly, I would like to add to whatever extent there is a greater 
degree of competition among the producers of rubber products, the 
greater the protection to the consumer, pricewise and in every other 
respect. 

I would like to digress a bit from my prepared statement at this 
point to say that we are quite aware of the protections provided in this 
bill through approval by the Attorney General of various aspects of 
this program. 

Senator Rozertson. But he testified he does not want that respon- 
sibility because he would have to prosecute antitrust laws and he does 
not want to approve something and then prosecute what he has ap- 
proved. 

The Cratrman. What kind of language is that? 

Senator Ropertson. Well, that is the effect of it. 

The CHatrMan. I mean what kind of business is that, to prosecute 
something he has approved ? 

Mr. Rosenruan. I think he wanted to avoid a dual role of serving 
on the Board and passing on the decisions of the Board. 
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We would like to point out that while some form of protection 
through the Attorney General is a healthy thing, it does not take care 
of our problem. 

Let us assume we have 4 or 5 big tire companies controlling most of 
the Sy nthetic-rubber facilities. 

Senator Rorertson. Well, Senator Bricker will see that that will 
will never happen. 

Senator Bricker. They will never get them together. 

If you do you are a better man than anybody yet has been. 

Mr. Rosentua. No one isa monoply. If they do not combine, you 
have no violation of the combination provisions of the antitrust laws. 
There is nothing under the laws which forbids their favoring their 
own fabricating plants in the sale of their own products. 

Even if the Attorney General is to see that there is no violation, 
this does not solve the problem for the small independent fabricators. 

There is nothing under the law to prohibit a large company from 
favoring its own department. I would also like to add that built-in 
protections of the type we suggest are a lot more consistent with the 
present philosophy of Government, and I think the philosophy of the 
new administr: ation, than setting ~ controls. 

Obviously there is no need for any sort of allocation controls at a 
time when oaiee is plentiful, but if rubber should es scarce 
again, there might be strong pressure on the part of independent 
fabricators to ask the Government to set up some sort of allocation 
system. It would seem to us it is a healthier way to do this as a 
matter of contract between the Government and the purchaser, pro- 
viding protection in the contract, so that Government need not at any 
point thereafter, move into the picture. This will avert controls, and 
avoid the disruption of economic freedom in the process. 

Senator Rozserrson. As far as Government controls are concerned, 
you can forget about that for the time being. We are going to meet 
at, 2 o’clock today to pass on the controls bill and say there will not be 
any controls. 

Mr. Rosentuat. What I was suggesting, sir, was perhaps some 
time in the future you might run into a good deal of political pressure 
from independent fabricators and I thought this was a way of antici- 
pating such pressure and avoiding it before it came up. 

Finally, one other point in this connection : 

We have noticed in reading over the testimony of prior witnesses, 
that there is a great deal of concern on this issue by businesses a good 
deal larger than the small businesses which our agency is supposed 
to help. 

When you have outfits like the Endicott-Johnson Shoe Co., and 
Sears, Roebuck, and the Lee Tire & Rubber Co., and other outfits like 
that, genuinely concerned about getting enough rubber to supply 
their business, you can see where the little, small, independent fabri- 
cator really is up against it. That is why we feel that this extra pro- 
tection, beyond the excellent protection that is presently in this bill— 
that is why this additional protection is necessary. 

Senator Roperrson. Why does the Endicott Shoe Co. enter into 
this picture ? 

Mr. Rosenruar. I understand they testified last week that they 
were members of a group of concerns that were planning to bid on one 
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of these plants in order to assure themselves a supply of synthetic 
rubber for their rubber soles. 

Senator Roperrson. Vice President Barkley told me that a distin- 
guished Britisher told him that one group they had in Great Britain 
was the Scotch who would not wear rubber heels because they give. 

The CuarrmMan. Will you proceed, please, Mr. Rosenthal. 

Mr. Rosenruan. While we regard the foregoing as the most im- 
portant aspect of this legislation from the st indpoint of small busi- 
ness, we would also like to discuss the needs of nonintegr: ated fabrica- 
tors during the period of disposal and transition to private owner- 
ship and operation. We were gratified to note that in section 9 (j) the 
disposal agent would be instructed to sell all finished stocks of syn- 
thetic rubber and its component materials held by the Government 
in such manner as to make available to nonpurchasers of facilities and 
small-business enterprises a fair share of such stocks. 

We would like also to suggest that the disposal agent be instructed 
to handle the sale of these materials in such manner as to provide a 
steady supply for the market; this would be far superior to unloading 
it all at once, since the latter procedure would require small concerns 
to tie up their working capital in advance purchases of supplies 
needed for a long period, or alternatively, to risk the inability to 
obtain the rubber necessary to keep their businesses going during 
the latter part of the transition period. 

We would also like to suggest to the committee that the most liberal 
provisions concerning the purchase of synthetic-rubber plants be 
adopted consistent with the Government’s interest, so that if there are 
any groups of small concerns which wish to pool some of their assets 
and bid on these facilities, they will be given reasonable encourage- 
ment to do so. 

While SDPA has received no direct communication from any of 
these concerns stating their intention to do this, we have noted that 
Congressman Shafer, chairman of the subcommittee of the House 
Armed Services Committee, which considered similar legislation in the 
House of Representatives, has stated on the floor of the House that 
many of the small consumers of rubber in the country plan to band to- 
gether and bid on these facilities. 

Without having looked closely into the matter, we have the impres- 
sion that, wherever possible, a longer rather than a shorter time for 
submission of bids, a smaller rather than a larger downpayment, and 
a longer rather than a shorter amortization period, would all ease the 
path of any such groups of small concerns which wished to purchase 
these facilities. 

One final comment with respect to section 9 (f) (3): We have 
noted that several witnesses before this committee have suggested the 
need for assurance that capacity to manufacture a sufficient quantity 
of synthetic rubber be made a condition of disposal. 

We appreciate the difficulty of imposing an inflexible burden upon 
the purchasers of the plants. On the other hand, we recognize the 
concern of nonintegrated fabricators whose future depends upon a 
sufficient supply of synthetic rubber. Therefore, we offer two 
thoughts: 

(1) The growing demand for synthetic rubber, illustrated for ex- 
ample on page 14 of the RFC report, should remove any doubt about 
consumption falling below current levels. 
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(2) Should the cornmittee wish to avoid the straitjacketing effect 
of designating a specific level of production, perhaps the problem can 
be handled by language such as: 

The disposal! plan shall insure the potential manufacture of a sufficient quantity 
of synthetic rubber to meet the demand of nonintegrated as well as integrated 
users 

In closing, I wish to emphasize the importance and significance 
which the Small Defense Plants Administration attaches to the provi- 
sions in 8. 2047 showing concern for the welfare of the smaller rubber 
fabricators. 

In dealing with problems of the magnitude of disposing of Govern- 
ment-owned synthetic rubber plants, it is all too natural to lose sight 
of what appear to be the lesser problems, such as the impact on a 
particular segment of the economy. 

Because the interests of small business have from the start been 
recognized in this proposed legislation, we feel encouraged to believe 
that our suggestions for further improvements in this respect will be 
sympathetically considered. 

The CuHarrMan. Questions, gentlemen ? 

Thank you very much. I think you made an excellent statement. 
We appreciate it. We certainly want to protect the small businesses. 
We tried to do so in the bill, but if we could strengthen it, we certainly 
would consider it. 

Thank you very, very much. 

I would like to place in the record at this point, the major differences 
between S. 2047 and H. R. 5728, and also a summary analysis of the 


testimony taken before the committee on June 24, 25, and 26, ae 


hy the Reconstruction Finance Corporation, in conjunction with our 
own committee staff. 

This is a document that has been well prepared and it will be very 
helpful to members of this committee. I think it was suggested that 
some such document be prepared for Senator Robertson. 

Without objection we will place that in the record. 

Senator Bricker. I suggest we get copies for each member of the 
committee. 

The Crarrman. We are going to send this whole business to the 
printer tomorrow and we are not going to meet to write up the bill 
until Wednesday, July 8, 1953. 

Senator Bricker. That is all right, then. That will give us time. 

The CHarrMan. You can get gallery proofs. We will send all the 
testimony to the printers tomorrow and it will be back here in a couple 
of days and then we will have until Wednesday at 10 o’clock, July 8, 
1953. 

(The statements referred to follow :) 


THE MAJor DIFFERENCES BETWEEN S. 2047 AND H. R. 5728 

1. Style 

S. 2047: Works the disposal legislation into section 9 of the Rubber Act of 
1948. This was the approach suggested by the executive department. 

H. R. 5728: Constitutes an entirely new act. 
2. Disposal organization 

S. 2047 (p. 2; ihe 6): Provides for a rubber plant disposal board (Secretary 
of Treasury as Chairman, Attorney General and Administrator of General Serv- 
ices). The Board appoints a full time disposal agent who works under its 
general supervision and control. 
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H. R. 5728 (p. 2, line 14): Creates a rubber producing facilities disposal com- 
mission composed of three civilians appointed by the President, not connected 
with the rubber or petroleum industry, or the rubber feed-stock portion of the 
chemical industry. Compensation of each commissioner is $50 a day while 
performing duties, plus $9 per diem and transportation while absent from home 
or place of business on duty. 

8. Appointment of personnel 

S. 2047 (p. 2, line 25): Disposal agent may employ personnel. Since no ex- 
ception is granted, such employment is subject to civil-service laws and Classi- 
fication Act of 1949. Specific authority is granted to use voluntary services and 
to exempt those who render them from the conflict-of-interests statutes. 

H. R. 5788 (p. 3, line 23): Expressly exempts hiring of personnel from civil- 
service laws and makes Classification Act of 1949 applicable only insofar as 
rates of pay are concerned. 


4. Advertisement for proposals 


S. 2047 (p. 3, line 15): Disposal agent as soon as practicable after appoint- 
ment is to invite proposals for purchase upon 21 days’ notice and advertisement. 

H. R. 5728 (p. 3, line 11 and p. 4, line 18): The commission is to proceed as 
promptly as is practicable to invite bids for purchase upon adequate notice and 
advertisement. 
5. Proposals or bids 

S. 2047 (p. 3, line 17 et seq.) : Refers to proposals for purchase. It was felt 
that this was a more accurate description than to refer to bids for purchase under 
the circumstances. The proposal merely qualifies the maker to negotiate for 
purchase of the facilities. 

H. R. 5728 (p. 4, line 19): Refers to bids for purchase of the facilities (this 
same difference occurs throughout the two bills). 
6. Period for receipt of proposals 

S. 2047 (p. 3, line 20) : 60 to 90 days. 

H. R. 5728 (p. 4, line 23): 45 to 90 days after the first date for which bids 
have been advertised. 
7. Preliminary information 

S. 2047 (p. 3, line 2): Permits disposal agent to refuse preliminary informa- 
tion to prospective bidder if he believes such prospect has not identified his prin- 
cipal, is not financially responsible, or is a poor security risk. 

H.R. 5728 (p. 4, line 25): Contains no similar restriction, relying on require- 
ment for bona fide submission of bid, which is also contained in Senate bill. 


8. Contents of proposals—Preference if only one plant to be purchased 

S. 2047 : No provision similar to House bill on this point. 

H. R. 5728 (p. 5, line 11): Requires that bid show order of preference if bids 
are submitted on more than one facility but only one facility is proposed to be 
purchased. 


9, Contents of proposals—Availability of end product to small business enter- 
prises and users who do not buy a facility 

S. 2047 (p. 4, line 19) : Proposal must set forth the general terms and condi- 
tions a prospective purchaser of a facility is willing to accept in order to make 
the end product of the facility available to small business enterprises and users 
other than the purchaser of the facility. 

H. R. 5728: No similar provision except for the catchall provision on page 5, 
line 22, allowing the commission to require “other information” in the bids. 


10. Good faith deposit 


S. 2047 (p. 5, line 8): Each person or group submitting proposals must deposit 
1 percent of aggregate amount proposed but not more than $100,000. 

H. R. 5728 (p. 6, line 7) : Bids must be accompanied by deposit of 10 percent 
of gross bid, not exceeding $500,000 for each facility. 


11. Limit of mortgage 


S. 2047 (p. 5, line 21) : 80 percent of purchase price. 
[. R. 5728 (p. 6, line 18) : 75 percent of purchase price. 
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12. Interest on mortgage 

S. 2047 (p. 6, line 2): Rate consistent with interest rates on comparable loans 
by private lenders, 

H. R. 5728 (p. 6, line 22): Not less than 3 percent per year. 


13. Anticipation of mortgage payments 

S. 2047 (p. 6, line 3): Mortgage may permit anticipation of such payments 
without penalty. 

H. R. 5728: No similar provision, 


14. Period of negotiation for sale 

S. 2047 (p. 6, line 9) : 180 days limit. 

H. R. 5728 (p. 6, line 25) : 4-month limit, 
15. Eligibility of negotiator 

S. 2047 (p. 6, line 18) : Disposal agent to negotiate only with those who submit 
proposal for particular facility, unless this would defeat purposes of the act; 
then disposal agent may negotiate with those who have submitted proposals 
for any of the facilities. 

H. R. 5728: No similar provision. 

16. Opinion of Attorney General regarding antitrust situation 

S. 2047 (p. 7, line 3): Requires the disposal agent to develop a disposal plan 
that will not, in the opinion of the Attorney General, tend to create or maintain 
a situation inconsistent with antitrust laws. Any disposal pursuant to such 
plan is deemed not to violate the antitrust laws. 

H. R. 5728 (p. 7, line 9): Requires the Commission to consult with and obtain 
the Attorney General's advice whether, insofar as he can determine, the pro- 
posed purchases would tend to create or maintain a situation inconsistent with 
the antitrust laws. (Nore.—The bill does not require the Commission to follow 
the Attorney General's advice, although it is unlikely a purchaser would go 
through with a purchase in the face of opposition of the Attorney General.) 

The House bill requires the consultation with the Attorney General to be held 
not less than 45 days before completion of negotiation for sale. It also grants 
the Attorney General the right to obtain information about prospective pur- 
chasers and prospective contracts of sale in the possession of the Commission. 
17. Availability of end products of facilities to nonpurchasers of facilities 

S. 2047 (p. 7, line 7): The disposal plan shall insure that small business and 
users who do not purchase facilities receive a fair share of the end products of 
the facilities (synthetic rubber, butadiene, and styrene). 

H. R. 5728: No similar provision, 

18. Potential capacity of facilities sold 

S. 2047 (p. 7, line 12): Requires that disposal plan insure potential manufac- 
ture of at least 400,000 tons of general-purpose rubber annually and at least 
45,000 tons of butyl rubber annually during the useful life of the facility, other- 
wise no disposal of the facility is to be made. 

H. R. 5728 (p. 16, line 12) : Requires that one criterion guiding the Commission 
in reaching its recommendations for disposal should be that purchasers of the 
facilities will be capable annually of producing at least 500,000 long tons of 
general-purpose synthetic rubber and its component materials and at least 43,000 
long tons of butyl rubber. 

19. Purchaser as good security risk 

S. 2047 (p. 7, line 18): Each purchaser must present satisfactory evidence 
that he is a good security risk and that the facility will be managed and operated 
consistent with United States national security interests. 

H. R. 5728 (p. 16, line 10) : Requires that one of the criteria used by the Com- 
mission in reaching its recommendations for disposal should be that national 
security be strengthened by sale to the purchaser. But it does not expressly 
require the purchaser to show that he is a good security risk. 

20. National security clause 

S. 2047 (p. 7, line 24): Requires contracts of sale of the facilities to contain 
an appropriate national-security clause designed to assure prompt availability 
of the facility for producing rubber and component materials for national- 
defense purposes when need for such production is declared by the President. 
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H. R. 5728 (p. 7, line 20) : Requires contracts of sale to have a national-security 
clause having terms, conditions, restrictions, and reservations which will assure 
prompt availability of the facilities for producing rubber and its component 
materials for 10 years from the date of the contract. 

21. Effective date of contracts 

S. 2047 (p. 8, line 6) : Contracts of sale of the facilities become fully effective 
30 days after submission of the disposal plan to the Board by the disposal agent 
unless the plan is disapproved by the Board within that period. 

H. R. 5728 (p. 8, line 3) : Contracts of sale become fully effective at the expira- 
tion of the period for congressional review provided in the bill. The cross refer- 
ence to section 9 of the bill apparently is intended to modify this provision by 
providing that the contracts become effective only if either House of Congress 
fails to disapprove the disposal plan within 30 days of continuous session after 
the plan is submitted to the Congress, 

22. Sale of inventory 

S. 2047 (p. 8, line 22): For 1 year after the end of the period for transferring 
the facilities, the disposal agent shall offer for sale at a price determined in 
accordance with the Government pricing policy at that time all stocks of 
synthetic rubber and component materials held by the Government so as to 
make available a fair share of such stocks of synthetic rubber to small-business 
enterprises and nonpurchasers of facilities. Any rubber or materials not sold 
during the 1-year period are transferred to GSA for disposal as surplus property. 
Small-business enterprise is defined. 

H. R. (p. 8, line 20): After the end of the transfer period for facilities the 
agency operating the rubber program shall offer for sale to prior consumers on a 
pro rata basis determined by purchases during 1953 at the price existing at the 
end of the transfer period, synthetic rubber held by such agency. Synthetic rub- 
ber not so sold at the end of the year shall be transferred to stockpile. Com- 
ponent materials held by the agency shall be offered for sale to purchaser of 
the facility on a bid basis. 
£3. Transfer of unsold facilitics to standby 

S. 2047 (p. 9, line 19): When Government production of rubber terminates, 
unsold facilities shall be transferred to GSA for administration as part of the 
national industrial reserve. 

H. R. 5728 (p. 9, line 19): Unsold facilities may be transferred to GSA for 
administration as part of the national reserve, or to such other agency as the 
President may name for administration in such manner as he may direct. 


24. Period unsold facilities are held off market 


S. 2047 (p. 10, line 6) : One year from end of transfer period. 

H. R. 5728 (p. 10, line 8) : 3 years from end of transfer period, 
25. Advice of Attorney General on future sale 

S. 2047 (p. 10, line 7): In later sale of unsold facilities GSA shall secure the 
Attorney General’s advice as to whether the sale would tend to be inconsistent 
with antitrust laws. 

H. R. 5728 (p. 10, line 9): Such advice from the Attorney General must be 
obtained within a reasonable time and in no event less than 45 days before the 
sale. 

26. Report on recommendations for disposal—names of representatives 

S. 2047 (p. 11, line 9) : The disposal agent in his report to the Board is to list 
the names of those who represented the Government or purchasers in negotia- 
tions and contracts for sale of facilities, 

H. R. 5728: No similar provision. 

27. Report on recommendations for disposal—negotiations 

S. 2047 (p. 11, line 15): The disposal agent in his report to the Board shall 
tell why negotiations were had with bidders who submitted no proposal for the 
particular facility. 

H. R. 5728: No similar provision, 


28. Report action on Attorney General's advice 


S. 2047 (p. 2, line 9): Since the Attorney General is a member of the Board 
no provision was included for his advice on antitrust aspects of the disposal 
plan to be included in the report by the disposal agent tu the Board. 
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H. R. 5728 (p. 11, line 8): Requires the Commission’s report to the Congress 
to include the Attorney General’s advice concerning proposed sales to the extent 
requested by the Attorney General. 

29. Approval of disposal plan 

S. 2047 (p. 11, line 17): The disposal plan becomes effective 30 days after 
submission to the Board, unless the Board disapproves it. 

H. R. 5728 (p. 12, line 2): The disposal plan becomes effective at the end of 
30 days after continuous session of the Congress, unless the plan is disapproved 
by either House of the Congress. 

80. Criteria for considering plan of disposal 

S. 2047 (p. 11, line 20) : The Board shall disapprove the plan if it finds it will 
not yield fair value, will tend to violate antitrust laws, will not protect national 
security and public welfare, or does not otherwise conform to the provisions of 
this section. 

H. R. 5728 (p. 15, line 16) : The Commission is to use the following criteria, 
among others, in deciding whether to recommend the disposal plan: (1) the 
purchaser has technical competence to operate the plant, but prior experience 
is not required; (2) sale contracts will assure that no person will possess un- 
reasonable control over the manufacture of synthetic rubber or its component 
materials; (3) the purchaser acted in good faith and intends to operate the plant 
to manufacture synthetic rubber and its component materials; (4) fair value 
will be received by the Government; (5) national security will be strengthened; 
and (6) purchaser will be capable of producing the prescribed amounts of 
synthetic rubber. 

81. Action succeeding disapproval of plan 

S. 2047 (p. 12, line 3): If Board disapproves plan, it submits promptly to 
Congress a report giving its reasons for disapproval. No further negotiations 
for sale of the plants are permitted unless and until Congress so provides by law. 

H. R. 5728 (p. 14, line 5): No specific provision on future negotiations if 
Congress rejects the disposal plan, except that the Rubber Act of 1948 is extended 
until Mareh 1, 1956, contemplating continued Government operation or mainte- 
nance in standby condition. 


82. Lease of alcohol butadiene 

S. 2047 (p. 12, line 14): Agency operating rubber program may lease alcohol 
butadiene plants for not over 3 years at any time before the unsold rubber plants 
are placed in standby condition. After the unsold plants go into standby, the 
Administrator of GSA may make such leases and succeeds to the rubber pro- 
gram agency’s rights as lessor on leases made before that time. 

H. R. 5728 (p. 13, line 3): The Commission may lease the alcohol butadiene 
plants for not less than 1 year nor more than 38 years. 


33. Report on need for further research 

S. 2047 (p. 18, line 12): One year after the period for transferring plants to 
purchasers, the President shall report to Congress the need, if any, for further 
basic research by the Government on the production or use of synthetic rubber. 

H. R. 5728: No similar provision. 

34. Duration of Rubber Act 

S. 2047 (p. 14, line 8): The Rubber Act of 1948 shall remain in effect through 
March 31, 1956, unless the disposal plan takes effect. In the latter event un- 
necessary sections of the Rubber Act are repealed 30 days after period for 
transferring plants to the purchasers. 

H. R. 5728 (p. 14, line 5): If no disposal plan takes effect then the Rubber 
Act of 1948 shall extend until March 31, 1956, but if the plan takes effect, the 
act terminates 30 days after the period for congressional review expires. 

85. Names of representatives 

S. 2047 (p. 14, line 18): The contract for sale must contain a certificate by 
the purchaser naming all representatives of the purchaser in obtaining the sale 
contract and fees paid or to be paid to such representatives. 

H. R. 5728: No similar provision. 


386. Purchasers may not hire Government negotiators 

S. 2047 (p. 14, line 24): The contract of sale must contain an agreement by 
the purchaser not to hire for 2 years after transfer of the plant to the pur- 
chaser, anyone who within 1 year before transfer served on the Board or as 
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disposal agent, or as an attorney, agent, or employee of the Board or the dis- 
posal agent in discretionary activities relative to the sales of the plants. (The 
Rubber Act of 1248 provides a criminal penalty of up to $10,000 er not more than 
2 years imprisonment, or both, for willful violation of the act.) 

H. R. 5728 (p. 4, line 9): Prohibits any Commission member or employee, 
for 2 years after such employment cases, from working for any purchaser or 
subsidiary. Criminal penalty of up to $10,000 or 1 year imprisonment, or both, 
is provided for any person violating this provision. 

87. Housekeeping provisions 

S. 2047 (p. 15, line 9): Makes the Board and the disposal agent subject to 
the Government Corporation Control Act of 1945 and authorizes them to do 
everything necessary or appropriate to carry out the provisions of the bill. Ail 
their costs are charged against the operating costs of the Government synthetic 
rubber program, 

H. R. 5728 (p. 12, line 21) : Requires annual budgets to be submitted in accord- 
ance with the Government Corporation Control Act for expenses necessary for 
the purposes of the bill. These are to be provided out of the proceeds of disposal. 

(P. 16, line 22) : All Commission costs are charged against the operating costs 
of the Government synthetic rubber program as long as synthetic rubber is 
produced for Government account in the plants. 


88. Transfer of funds for plants placed in standby 

S. 2047: No provision. Costs would be charged against GSA appropriation. 

H. R. 5728 (p. 10, line 16) : Unspent funds budgeted from disposal proceeds for 
standby and maintenance shall be transferred to Government agency to which 
unsold plants are transferred. 


89. Computation of 80-day session of Congress 


S. 2047: No provision, 
H. R. 5728 (p. 12, line 9) : Defines continuity of session of Congress. 


40. Report on maintenance funds 

S. 2047: No provision. 

H. R. 5728 (p. 14, line 18): 80 days after receiving bids and each month 
thereafter, Commission shall report to Congress funds spent or committed by 
the rubber program agency for repair or maintenance of plants bid on. 

41. Using highest bid as basis 

S. 2047 (p. 11, line 20) : Board to disapprove disposal plan if it finds it won’t 
give Government fair value. But negotiation fixes final price. 

H. R. 5728 (p. 15, line 6) : Commission shall use highest bona fide bid received 
from person competent to operate as basis for negotiations, 

42. Provisions in House bill because it did not amend Rubber Act 

S. 2047: Inapplicable, because amends section 9 of Rubber Act of 1948. There- 
fore gets benefit of definitions now in Rubber Act. 

H. R. 5728 (p. 16, line 17) : Says provisions of bill supersede Rubber Act. 

(P. 17, line 15): Defines terms already defined in Rubber Act. Makes two 
minor changes in definitions of “standby condition” and “person.” Relates 
former to unsold plants. Excludes United States agencies from latter. 


43. Termination of disposal body 

S. 2047 (p. 14, line 8): Section 9 of Rubber Act creating Board and disposal 
agent will terminate March 381, 1956. 

H. R. 5728 (p. 17, line 10): Terminates Commission on June 380, 1954. 
44. Cutoff date on transfer of plants to purchasers 

S. 2047: No provision. 

H. R. 5728 (p. 8, line 10) : June 1, 1954. 





SUMMARY ANALYSIS OF THE TESTIMONY TAKEN BEFORE THE SENATE BANKING AND 
CURRENCY COMMITTEE ON JUNE 24, 25, AND 26, 1953 
In the course of the hearing on June 25 (Tr. 114-115), Reconstruction Finance 
Corporation was charged with the preparation of an analysis of all the testimony 
to be taken before the committee and the preparation of a summary thereof. 
In the following pages we undertake this task. It would not appear to be 
necessary to summarize the generalized and noncontroversial testimony of all 
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of the witnesses before the committee to the effect that (@) disposition of the 
synthetic-rubber-producing facilities was consistent with our national security, 
(b) that the Government should realize the full fair value of these facilities 
in such disposition, (c) that the synthetic-rubber-producing industry when 
transferred to private ownership should be so constituted as to provide free, 
competitive, private enterprise, or (d) that the legislation should require that 
contracts of sale should contain an appropriate national-security clause assuring 
that the facilities disposed of would be readily available for the production of 
synthetic rubber or its component materials in the event of national emergency. 

The testimony of almost all witnesses on these issues is largely parallel and 
duplicatory; there have, however, been isolated instances of testimony worthy 
of specific mention, and reference thereto will be noted in due course. 

Certain issues arising in connection with this legislation have been resolved 
into two relatively clear cut alternatives by the provisions of 8S. 2047 and H. R. 
5728, respectively, and many of the witnesses have expressed preference for one 
of these alternatives or another. 

Thus, on the question whether there should be a Disposal Board as provided by 
S. 2047 or a Disposal Commission as provided by H. R. 5728, of the 11 industry 
witnesses who testified, 6 expressed a preference for the Disposal Commission, 
none expressed a preference for the Disposal Board, and § expressed no views. 
One Government witness, Mr. Cravens, RFC, expressed a preference for the 
Commission, and another, Mr. Mansure, GSA, for the Board. 

On the question whether the disposal plan should be reviewed a second time 
by the Congress as provided by H. R. 5728, or by the Disposal Board as provided 
by S. 2047, no witnesses expressed a preference for the latter procedure, and 
four expressed a preference for the former. 

On the legislation taken as a whole, only 1 witness, Mr. Tisdale, United States 
Rubber, expressed a preference as between the 2 bills; he favored H. R. 5728. 

On the question whether sales price should be determined by sealed bids or by 
negotiation, 1 industry witness preferred sealed bids while 3 favored negotiation; 
the remaining witnesses did not address themselves to this issue. 

On the issue whether the bidding deposit should include the high requirements 
of H. R. 5728 or the modest requirements of 8. 2047, only 2 witnesses spoke, 1 in 
favor of each bill. 

On the issue whether the minimum GR-S plant capacity to be sold should be 
500.000 annual long tons or 650,000 annual long tons, 5 industry witnesses testi- 
fied, 2 favoring 500,000 long tons and 8 favoring 650,000 long tons’ as the mini- 
mum requirement. 

There follows our summary of the transcript as it relates to issues other than 
the foregoing. 

Kenton R. Cravens, Administrator, Reconstruction Finance Corporation 

Mr. Cravens made the point that there will be relatively few bidders unless 
the legislation provides adequate protection for bidders against the possibility of 
prosecution for antitrust violations in connection with the acquisition of facili- 
ties. He assumed that section 9 (f) (1) of S. 2047 would be satisfactory to pur- 
chasers in that regard (Tr. 4) but suggested that such a solution is of doubtful 
advisability because “it might well be misunderstood by the American people” 
(Tr. 6). He believed that the same result can be achieved by a second congres- 
sional review as provided by H. R. 5728 and, accordingly, urged that procedure 
(Tr. 6). 

He expressed his doubt that both the maximum price and a favorable Attorney 
General’s ruling on the antitrust standards provided by S. 2047 can be fully 
achieved as required by 8S. 2047 (Tt. 4-6). Therefore, he would not favor accord- 
ing the Attorney General “a veto power over disposal on a straight legalistic 
concept of the antitrust laws” (Tr. 5). 

While stating that he had earlier testified before the House committee that 
he preferred a Disposal Board over a Disposal Commission as provided by H. R. 
5728, he now expressed his preference for the latter device (Tr. 8). 


1QOne witness, however (Mr. John Collyer, Tr. 201), while expressing himself satisfied 
with the 500,000-long-ton standard, expressed no dissent to a 650,000-long-ton standard, 
In the case of butyl rubber, only one witness made any comment (Mr. Litchfield, Tr. 177) ; 
he expressed the view that a minimum of 70,000 long tons of capacity should be required 
to be sold 

It may he noted that since there sre only two butyl-rubber facilities of substantially 
equal eanacity, having an aggregate capacity of 90,000 long tons, Mr. Litchfield’s suggestion 
of 70.000 long tons as a minimum is tantamount to a view that both plants shonld be 
required to be sold as a condition precedent to a disposal plan. He suggested 600,000 
long tons of GR-S as the minimum (Tr. 177). 
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In response to questioning from Senator Douglas concerning the Govern- 
ment’s investment in the synthetic-rubber-producing facilities, Mr. Cravens 
pointed out that in addition to the original investment of approximately $550 
million for the facilities (Tr. 15) there were operating losses of approximately 
$210 million (Tr. 14). He further stated that operations in fiscal 1952 resulted 
in a profit of approximately $16 million and in fiscal 1953 of about $60 million 
(Tr. 15). 

On the question of determining the “fair value” of the facilities, Mr. Cravens 
testified concerning the relationship between the Government attaining the 
maximum financial return and the benefit to the country from achieving “a free 
and competitive producing system” (Tr. 86-37). On this same problem it was 
testified that while the net carrying value of the plants on the Government’s books 
as of December 31, 1952, was $167 million against an original cost of approxi- 
mately $518 million, these figures did not measure net Government investment 
(Tr. 39). Mr. Cravens testified “I don’t think if I represented the Government as 
a seller I would be satisfied” to recover $167 million (Tr. 40). 

In response to further questioning by Senator Douglas, Mr. Yohalem testified 
that the total present GR-S productive capacity is 860,000 long tons per annum 
and, accordingly, that the requirement of section 9 (f) (3) of S. 2047 that 400,000 
long tons of capacity be sold as a condition precedent to any facility disposal 
meant something less than one-half of total capacity would have to be sold 
(Tr. 17}. 

Mr. Yohalem testified that the President’s message of April 14, 1953, had been 
submitted to the National Security Resources Board as required by the Rubber 
Act of 1948 (Tr. 19). 

With respect to the question whether there was any danger that upon sale of 
the rubber-producing facilities they would fall into disuse, Mr. Yohalem testified 
concerning the world’s supply-demand relationships in respect of new rubber, 
making the point that since there was a present and indicated future shortage of 
natural rubber as related to the world demand for new rubber, there was no 
reason to suppose that the facilities would fall into disuse (Tr. 19-23 

On the question whether purchasers might close down the synthetic-rubber 
facilities for the purpose of raising the market price of raw rubber, Mr. Yohalem 
testified that that would be inconsistent with the basic pattern of rubber fabrica- 
tion as a mass-production industry (Tr. 23-24) and Mr. Cravens pointed out that 
that would be inconsistent with the economic interest of United States rubber 
fabricators (Tr. 25). 

Mr. Yohalem testified also that synthetic rubber was fully competitive with 
natural rubber pricewise and, indeed, that synthetic rubber establishes the price 
pattern for new rubber (Tr. 25) and that except for certain specialized uses, 
synthetic rubber was fully competitive with natural rubber qualitywise (Tr. 
25-26). 

There is extended colloquy concerning national security, particularly as it may 
be affected by certain stockpiling problems (Tr. 28-33). The record shows that 
(@) disposal legislation would not affect the natural rubber stockpile, (b) that 
natural rubber stockpiling objectives are considered adequate and have been 
substantially attained, (c) that there is no synthetic rubber stockpile, and that 
the stockpiling of synthetic rubber is not necessary to national security, in the 
opinion of Mr. Yohalem (Tr. 32). 

In response to a question of Senator Payne whether it may not be premature 
to sell the synthetic rubber facilities now rather than a couple of years from 
now, in view of the indicated greater demand for synthetic rubber at a later date, 
Mr. Yohalem testified that such delay would not necessarily improve the Govern- 
ment’s bargaining position in the sale of the facilities since the indicated demand 
for synthetic rubber was well established (Tr. 35) and that if sale were delayed 
until demand had increased, this might discourage timely private construction of 
additional synthetic rubber facilities which may be required in the national 
economic interest (Tr. 36). 


Edmund F. Mansure, Administrator of GSA, and Magrwell H. Elliott, General 
Counsel 


Mr. Mansure testified at some length concerning the structure of the Disposal 
Agency (Tr. 42-49) and ultimately reached the conclusion that he favored a 
Disposal Board as constituted under S. 2047 (Tr. 42) but was opposed to the 
creation of a disposal agent as provided by section 9 (b) (1) (Tr. 57). He 
recommended that in lieu of a disposal agent a permanent Government agency 
should be designated to carry out the disposal processes. This agency, he said, 
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should be the RFC or, if the RFC is not to continue in existence, then GSA should 
be so designated (Tr. 42-43). 

Mr. Mansure testified (Tr. 49) that the deposit provision of section 9 (ec) (5) 
of S. 2047 be rewritten to provide that $100,000 should be a minimum rather 
than a maximum deposit. He further testified that the requirement that a 
minimum of 45,000 long tons of butyl capacity be sold should be changed to 
43,000 long tons, that being the lower of the capacities of the two plants (Tr. 50). 
In response to Senator Bush’s question as to the meaning of the phrase “during 
the useful life of the facilities sold” in section 9 (f) (3) of S. 2047, Mr. Elliott 
testified that this period of time would be determined by the Board in accordance 
with good economic practice (Tr. 50-51). 

At Transcript 52 Mr. Mansure testified that the present price of natural rubber 
is 2414 cents a pound and the present price of synthetic is 27 ceents a pound and 
presumed that upon transfer to private ownership the price of synthetic would 
go up. In reference to earlier comment on stockpiling synthetic rubber, Mr. 
Mansure stated that there has been insufficient experience in stockpiling synthetic 
to determine whether this can be done without Ceterioration (Tr. 51). 

Discussing the possibility of a squeeze in the rubber supply of individual 
fabricators, particularly in times of shortage, Mr. Elliott described the provision 
included in the aluminum expansion contracts which required that a certain 
percentage of plant output be tendered to independents on a first-come-first-served 
basis (Tr. 53). 

Mr. Elliott further testified that he would very seriously question if plant pur- 
chasers would ever dismantle their plants in the event that natural rubber rose 
again to 70 or 8O cents a pound as it has in the past. The production of the 
synthetic-rubber plants would be necessary for obvious economic reasons. Fur- 
thermore, he testified, in times of high natural-rubber prices the synthetic plants 
in standby could then command an economic price (Tr. 53). Mr. Mansure stated 
that except for minor corrections he approves S. 2047. 

Mr. Mansure testified that time is of the essence in the disposal of these plants 
and that postponement for any considerable time might further lower their value 
(Tr. 42 and 55). Another witness later testified to the same effect (see Roger 
McLean, Tr. 211), where he states that “the value the Government will receive is 
going down at the rate of not less than 10 percent a year.” * 


Ephraim Jacobs, Chief, Legislation and Clearance Section, Antitrust Division, 
Department of Justice 

Mr. Jacobs expressed the view of the Department that the Attorney General 
should not be a member of the Disposal Board (Tr. 58-61). 

While expressing his approval of section 9 (f) (1) of S. 2047 directing the 
Disposal Board to develop a plan which shall not in the opinion of the Attorney 
General tend to create or maintain a situation inconsistent with the antitrust 
laws, he testified that the statute should require that the Disposal Board consult 
with the Attorney General with respect to antitrust practice throughout the 
“invitation, proposal, and negotiation periods” and should require that the Attor- 
ney General be provided with all necessary information to enable him to give his 
advice (Tr. 61-63). 

He also suggested that section 9 (f) (1) should be amended to afford the Attor- 
ney General at least 30 days after the conclusion of negotiations to render a 
formal opinion on the antitrust aspects of the disposal plan (Tr. 63-65). He 
would also have sections 9 (k) and 9 (n), relating, respectively, to the disposal of 
standby facilities and the alcohol-butadiene plants, require that the Attorney 
General be given time and information sufficient to enable him to render antitrust 
opinions (Tr. 65-66) and he suggested that 9 (j) dealing with the disposition of 
stocks of synthetic rubber and component materials should similarly so require 
(Tr. 66-67). 

In order to synchronize the language of section 9 (f) (1) with section 9 (1) (2) 
he recommended deletion of the words “in the production and marketing of syn- 
thetic rubber and its component materials” from section 9 (1) (2). 





2The price of GR—-S has never exceeded 26 cents a pound and has, in fact, been held at 
23 cents a pound since April 1952 

2It must be noted in this connection, in the first place, that there is no factual basis 
in the record for such a judgment: secondly, that the plants should command a higher price 
now than, for example, if disposal had been undertaken in 1950: and, finally, that the 
Government's operating profit at the current rate of more than $60 million a year more 
than offsets any such supposed rate of depreciation. No witness suggests the base upon 
which the 10-percent (or more) depreciation is computed, but in any event, this could not 
exceed $518 million, the original cost of the depreciable property 
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_ He stated that the Department of Justice is not taking a position on the ques- 
tion of whether it should have a veto power upon a disposal plan in the event that 
it made an adverse finding as to antitrust matters (Tr. 68). 

He testified that the last sentence of section 9 (f) (1) might not be inappro- 
priate in the context of this legislation but it should be understood that the 
immunity thus afforded should be limited to “the initial act of disposal” as dis- 
tinguished from subsequent operations of the facilities (Tr. 68-72). He ques- 
tioned the adequacy of the definition of a small business enterprise contained in 
section 9 (j) (Tr. 72-73), and he questioned whether 9 (j) should not be further 
amended to assure that “component materials” should also be made available to 
small enterprises. 

He characterized as desirable the provision in section 9 (ec) (3) (e) and 9 
(f) (2) (Tr. 74-75). 

He suggested clarification of (d) so that it could not be construed as permit- 
ting varying interest rates for different purchases (Tr. 75-76). 

He questioned the wisdom of section 9 (b) (3) authorizing the disposal agency 
to utilize “* * * such voluntary and uncompensated services as may from time 
to time be needed.’ Senator Douglas questioned Mr. Jacobs upon the history of 
antitrust suits against members of the rubber industry and the witness under- 
took to furnish an analysis of such suits for the past 20 years showing the judg- 
ments and decisions of the courts. 

Mr. O. V. Tracy, Esso Standard Oil Co. 

Mr. Tracy’s prepared statement (Tr. 82-88) did not address itself to any of 
the specific provisions of the legislation. In addition to the generalizations sum- 
marized at the outset of this memorandum, Mr. Tracy described the historie 
interest of his company in synthetic rubber, particularly in butyl rubber (Tr. 
86), the potential competition between butyl rubber and other types of rubber 
(Tr. 87), and the interest of his company in acquiring the butyl rubber facilities 
at Baton Rouge (Tr. 88). Ina colloquy with the chairman concerning the rela- 
tive advantages and disadvantages of the Disposal Commission compared with 
the Disposal Board, Mr. Tracy made the point that in referring to the Commis- 
sion as disinterested he meant only that it was disinterested in the sense that it 
had no prior connections with the affected industries or Government rubber pro- 
gram but that it would be interested in the sense of “the interest that an in- 
formed man can take in protecting the taxpayer” (Tr. 90). 

Mr. A. L. Freedlander, the Dayton Rubber Co. 

Mr. Freedlander expressed a preference for a disposal commission as pro- 
vided in H. R. 5728 (Tr. 107). As to the deposit to accompany bids, he spoke in 
favor of the provisions of S. 2047 upon the assumption that the bill also required 
“suitable criteria of technical competence” of each bidder (Tr. 107). His later 
testimony made it clear that he considered such technical competence to mean 
that the bidder was one of the present operators in the Government rubber pro- 
gram (Tr. 109 et seq). In the absence of such a criterion he favored a deposit 
of 10 percent of the amount of the bid or $250,000 maximum for each facility 
(Tr. 107). He urged that the purchase money mortgage maturity be extended 
from 10 to 15 years (Tr. 107-108). 

He urged that limitations be placed upon the percentage of capacity which 
might be acquired by any one purchaser. In that connection he recommended 
amendment of sections 9 (f) (1) and 9 (f) (2). He also urged that in the 
event that a higher bid be received for a given facility than had been tendered by 
the present operator thereof, that the present operator should then be awarded 
the property if it should match that higher bid (Tr. 109-110). This suggestion 
occasioned a colloquy, in the course of which the witness referred to contractual 
provisions in the operating contracts between the Government and facility opera- 
tors granting such a right. In the course of this colloquy it became clear, how- 
ever, that these provisions were eliminated from all operating contracts in 1948 
with the consent of the operating companies (Tr. 110-117). His testimony sug- 
gested his belief that only present operators had the technical competence which 
entitled them to qualify for the purchase of the Government facilities (Tr. 117). 

He recommended that the disposal legislation provide that for a period of 10 
vears after sale of the facilities, cross licensing be made mandatory and indi- 
cated his company’s willingness to enter into appropriate cross-licensing agree- 
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ments. He testified that $50 million of Government money had been spent on 
synthetic rubber research * (Tr. 117-118). 

He recommended accelerated amortization, at least on “the additional new 
facilities needed for modernization and expanded efficient operation” (Tr. 118). 


Charles F. Johnson, Endicott-Johnson Corp. 

Mr. Johnson’s interest is both as a consumer of rubber and as the representative 
of five companies who are interested in the purchase of a copolymer plant (Tr. 
121, 123, 124) He believed that the requirement that 400,000 long tons mini- 
mum annual capacity of GR-S production he sold was inadequate and that the 
figure of 650,000 tons should be substituted (Tr. 122) and he stated unequivocally 
that in the event such a change were not made in the legislation, he would be 
opposed to the sale of the Government facilities (Tr. 129). He testified as to 
the adequate supply and equitable distribution of synthetic rubber under the 
Government operation of the rubber program even when crude rubber prices 


were extremely high (Tr. 125-126). He summarized his position with respect to 





disposal problems as follows: 

(a) The avoidance of dominance in the industry by any particular group. 

(b) Bringing into synthetic rubber manufacture fabricators outside of the 
transportation field. 

(c) As stated earlier, minimum capacity sale of 650,000 tons. 

(d@) Assurance that nonpurchasers of synthetic rubber plants receive a fair 
share of the synthetic rubber supply at a fair price. 

(e) Proration of the petroleum-butadiene supply for a period of 10 years so as 
to assure that any purchaser of a copolymer plant would receive petroleum-based 
butadiene on a pro rata basis with all other purchasers of plants (Tr. 129). 

Mr. Johnson's testimony suggested that his company would not have a fair 
and equal opportunity to bid upon a desirable facility. This led to a rather 
extended colloquy, at the conclusion of which the witness agreed that he might 
have overstated his position (Tr. 188). With respect to his suggestion that 
petroleum-based butadiene be prorated, there was also a colloquy with the 
committee which developed the point that such a device would be inconsistent 
with the aims of the legislation for free competitive enterprise (Tr. 135). 

This witness also stressed that in bidding for a plant his company would be 
at a competitive disadvantage with the large oil, petroleum, and chemical com- 
panies, because of the greater resources and larger profit margins of these 
companies (Tr. 130, 139, 140). He recommended that the legislation require that 
no more than 1 copolymer plant be sold to any 1 purchaser (Tr. 141-142). 
He objected to the requirement of “technical competence” if that requirement 
carried any implication that a plant purchaser had to have had actual operating 
experience in the manufacture of synthetic rubber (Tr. 143). 

Ile stated that a minimum period of 6 mouths should be allowed for the sub 
mission of bids “since haste in this respect can only defeat the objective of 
bringing in new prospective purchasers to more fully guarantee a free competi- 
tive industry” (Tr. 145). He suggested that the purchase money mortgages 
should be granted to the extent of 90 percent of the purchase price (Tr. 146). 

There was extended colloquy on the question whether the legislation should 
require a2 minimum production of synthetic rubber or merely the sale of sufficient 
capacity to permit a specific minimum production. The colloquy clarified this 
issue as relating merely to the sale of minimum capacity rather than requiring 
minimum production. 

Mr. William P. Gee, the Teras Co. 

The Texas Co, is one of four petroleum companies owning the stock of Neches 
Butane Products Co. “which operates for the Government without fee the largest 
butadiene producing plant in the country” having an annual capacity of 200,000 
short t of butadiene which is approximately 80 percent of national capacity 
(Tr. 158). Mr. Gee testified concerning the close interrelationship between 
these butadiene facilities and the copolymer plants at the same location operated 
by United States Rubber Co. and B. F. Goodrich Co. (Tr. 159) and suggested 


that one method of disposal might be through “joint acquisition, ownership, and 
operation of all or part of these butadiene and copolymer facilities at Port Neches 
by rubber and petroleum interests * wr Lat. 100}. 


*The testimony does now show, as is the fact, that pursuant to the terms of the re- 
search and ope ting contracts between the Government and plant operators and research 
facilities will be entitled to royalty-free use of all patents and 


processes developed as a consequence of the expenditure of these funds. 





ers, the purchasers 
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In response to inquiry by Senator Douglas, he agreed that integrated operation 





of these facilities does not necessarily imply comiuon ownership (Tr. 161). 
Conceding that this presented a problem under the antitrust laws, he expressed 
his satisfaction with the provisions of section 9 (f) (1) (Tr. 161). He expressed 
his preference for the Disposal Commission as provided by H. R. 5728 as com 
pared with the Board provided by S. 2047 (Tr. 162). He testified that “periods 
of time provided in both bills seem adequate to permit full participation in bid 
ding by interested persons and companies” but did not discuss the differences 
between the bills n this regard (Tr. 162-163). He testified to his preterence 
for bidding deposit provisions of S. 2047 as against H. R. 5728. 


G. VM. Tisdale, United States Rubber Co 


The substance of Mr. Tisdale’s testimony appears on transcript 165-166 and 





relates primarily to an expression of his preference for H. R. 5728 by virtue of 
its provisions: (@) for the Disposal Commission rather than the Board, (b) the 
final review of the disposal plan by the Congress, and (¢) because H. R. 5728 
would appear more clearly to assure that disposal will be carried out prompt); 

He ; ) testified, in response to inquiry from Senator Douglas, that his company's 
net profits after taxes equaled something more than 3 percent of gross sales and 


that the industry profit on invested capital was “10 to 15 percent, perhaps. 
Maybe a little higher” (Tr. 169). He later expressed his concurrence with 
Mr. Litchfield’s views, to be summarized below, concerning building up the Gov- 
ernment inventory of synthetic rubber (Tr. 168). 


P. W. Litchfield, the Goodyear Tire & Rubber Co. 

Mr. Litchfield expressed his general concurrence with the purposes of both 
H. R. 5728 and S. 2047 and his lack of preference between them (Tr. 171-174). 
He urged that in the process of disposal the services of Messrs. B. M. Baruch, 
J. B. Conant, and Karl B. Compton be availed of (Tr. 175) and that in any event 
the disposal process through the period of review by the Disposal Board or by 
Congress “should be scheduled for completion by a deadline date of not later 
than July 1, 1954” (Tr. 176). Mr. Litchfield testified at some length in support 
of 2 suggestions, 1 that the Government rubber program be operated between 
now and disposal in such a manner as to provide an inventory of 200,000 
long tons of rubber (or an inventory as close to that as possible) at the time of 
disposal, such inventory to be owned by the Government. 

Such a program would require continued production of butadiene from 
alcohol. The second suggestion was that in addition to this inventory the Gov- 
ernment acquire and maintain an additional 200,000 long tons of GR-S as a 
stockpile against the possibility of future disruptions in the rubber market. 
He suggested that this could be done without cost to taxpayers, since operations 
for fiscal 1954 are estimated (Tr. 178-186) to realize a profit of over $62 million.® 
(Tr. 182). 

Messrs. Tisdale and Freedlander expressed their concurrence in Mr. Litch- 
field’s views on inventory (Tr. 188-190). In response to questioning by Senator 
Douglas, Mr. Litchfield expressed the view that disposal should be carried on 
in such a way that the large rubber fabricators could acquire productive capac- 
ity in proportion to their historical consumption of synthetic rubber (Tr. 187- 
188). 

In connection with building a stockpile, Mr. Litchfield testified that using 
alcohol-butadiene, the cost of the rubber thus produced would not exceed the 
Government’s selling price on GR-S, namely 23 cents per pound (Tr. 189). 

John L. Collyer, B. F. Goodrich Co. 

While stating his belief that the Government should receive full fair value 
for these facilities, Mr. Collyer said that the taxpayers have already paid for 
them and recovered a substantial part of their cost in depreciation and profit 
on rubber sold. If they become obsolete he said “they can be written off by 
Government without further cost to taxpayers” (Tr. 196). Mr. Collyer stated 
his belief that private owners of these facilities will face major risks, of which 
the following three are most important : 

(1) Scientific obsolescence of these facilities: Appraising this as a very real 
risk, Mr. Collyer suggested fast tax amortization for these plants. He said 
“assuming a fixed tax rate” the Government would collect as much money in 
taxes over the long range with fast amortization as it wouid under present tax 





5It should be noted that at the current price of 23 cents per pound, a 200,000-long-ton 
inventory of GR—-S would be worth about $110 million 
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regulations (Tr. 197-198); (2) Mr. Collyer also feared competition from pro- 
ducers of crude rubber, stating that crude rubber is now competitive pricewise 
with GR-S, and therefore an increasing preference is developing for it. It is 
his belief that the competitive position of synthetic rubbers will depend upon 
their selling price, the extent of increase of world demand for new rubber, and 
the extent of reduction of production costs of crude rubber (Tr. 198); (3) Mr. 
Collyer also stated his fear of the competition that might arise from imprudent 
liquidation of Government rubber stockpiles (Tr. 198-199). 

Mr. Collyer recommended increase of the deposit requirement to 10 percent of 


the aggregate amount. not to exceed $500,000 (Tr. 199). He asked that the legis- 
ation include a provision with respect to technical competence (Tr. 199), and 
he requested that the minimum tonnage sold be 600,000 long tons of GR-S (Tr. 


200) although expressing his willingness to go along with the 650,000 long ton 
figure (Tr. 201). Mr. Collyer saw little possibility that annual United States con- 
sumption of GR-S will fall substantially below 500,000 long tons unless there 
is a worldwide recession. 

The witness perceived no more need or justification for Government-financed 
research or testing in rubber than there is for Government research in other 
products used by Government and produced by private industry. He endorsed, 
however, the practice of the military of awarding to industry research con- 
tracts in these fields (Tr. 201). 

Mr. Collyer said that United States synthetic rubber production capacity, 
total Government and private, was about 900,000 long tons.’ 

Mr. Collyer expressed his preference for the H. R. 5728 Disposal Commission, 
although strongly favoring that government people with experience and knowl- 


edge in rubber be available to the Commission (Tr. 205). 


Roger McLean, Sinclair Refining Co. 

Mr. McLean expressed no views on the questions of Disposal Commission ver- 
sus Disposal Board or Board approval versus congressional approval. He did, 
however, strongly favor the S. 2047 mechanism of negotiation over the H. R. 5728 
mechanism of bidding. Mr. McLean said “the proper authority receiving pro- 
posals from a number of prospective purchasers can determine from the col- 
lective proposals the pattern best serving the public interest and negotiate to 
secure the best offer on each of the several facilities. But if the proposals are 
made bids, thus foreclosing or impeding that authority from opportunity to 
adequately take advantage of other factors which, taken as a whole, offer more, 








negotiation following bidding is pointless” (Tr. 207-210). 

The witness suggested that section 9 (ec) (8) (FE), section 9 (f) (2) and 
section 9 (j) be limited only to finished stocks of synthetic rubber since he knows 
of no market for butadiene which could be called a small business (Tr. 211). 
He also said that in his opinion the time periods provided in S. 2047 are un- 
necessarily long since the value the Government will receive is decreasing by 
at least 10 percent yearly (Tr. 211). On this, see footnote 8. 

He said that any uncertainties stemming from disposal should be resolved 
quickly as those refiners with butylene available can find other uses for it 
and many are now in the position to plan to dispose of their hbutylenes in ways 
other than supplying it to butadiene plants (Tr. 211-212). 

The witness said he saw no reason for any requirement at this time of a 
minimum capacity that must be sold because “the entire disposal plan is subject 
to review approximately a vear from now and it would seem to me much wiser 
to look at the pattern at that time than to try to determine now what a minimum 
amount should be.” 

He also said that fixing a minimum of 650,000 long tons requires the sale of 
the Port Neches plant. Failure to sell this plant, or its accidental destruction, 


would cause the entire disposal plan to fail (Tr. 212-214). 





Dr. Robert BE. Winters, Rubber Heel and Sole Institute 

The witness stated that his industry is one of the larger voluntary users of 
GR-S. They must use GR-S for technological reasons, the industry having 
brought out three major postwar products which can best be produced only 
with GR-S (Tr. 216). 


* Total United States synthetic-rubber capacity is about 1.040.000 long tons divided as 
follows: £60,000 long tons of GR-S, 90,000 long tons of butyl, 70,000 long tons of 
neoprene, and about 20,000 long tons of nitrile types. 
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In this connection, he pointed out that quality advantage, not price advantage, 
dictates his industry’s uses of GR-S (Tr. 219). Throughout his testimony, Dr. 
Winters made plain his dislike of any disposal plan that would make the inde- 
pendent companies dependent on their greatest competitors for vital raw 
materials. 

Since natural rubber is not a substitute for GR-S for the new-type heels and 
soles, he feared that inadequate supplies of GR-S, particularly in times of 
shortage, would cause many companies in his industry to fail. 

The witness made the following recommendations: (1) That no rubber goods 
manufacturing company be permitted to purchase more than one GR-S plant 
(Tr. 222); (2) if more than one GR-S plant is sold to one of the giant rubber 
companies that in times of shortage of GR—-S. during the next 15 years, the 
large company must allocate to the open market at competitive prices at least 
25 percent of its total GR-S production (Tr. 222-223); (8) while any rubber 
company is operating a Government-built plant it may not “sell” GR-S to any 
of its divisions or subsidiaries at less than the open market price (Tr. 223); (4) 
that the RFC continue to operate any unsold plants (Tr. 223-224). 

The witness also made the following suggestion: (1) That section 9 (ce) (2) 
should provide a 180-day period during which bids may be filed. He stated 
“some of our companies want to make a bid but more time is needed than the 
2 or 3 months now suggested. We have not had the advantage of managing a 
copolymer plant and shall have to make surveys and arrangements after the 
Disposal Act is passed” (Tr, 224) ; (2) he endorsed the 650,000 long-ton minimum 
figure (Tr. 225); (3) he reiterated his belief that unsold facilities should con- 
tinue in Government operation, saying, however, that if a supply of GR-S is 
built up before sale, a closedown for a short time would be safe. 

Provisions should be made, however, for the reopening of plants in times of 
shortage. He added that he would like to see a 200,000 long-ton stock of GR-S 
built up (Tr. 225). 

In a colloquy with Dr. Winters, the chairman pointed out the provisions of 
section 9 (f) (2) of S. 2047 requiring buyers to make plant output available to 
small enterprise. The disposal agency must, he said, take that clause into con- 
sideration. Dr. Winters stated that he likes the clause and wishes only to see it 
strengthened (Tr. 227-229). 

In a discussion with the committee on the interpretation of the words “fair 
share” in section 9 (f) (2), Dr. Winters suggested that this should require 


the public offering of a minimum of 25 percent of monthly production (Tr. 230— 
9929 
ava). 


In this connection, the chairman pointed out that it is necessary to consider 
a new business now using GR-S and stated that he too should have an allocation 
(Tr. 232). 

Mr. Ross W. Thomas, Phillips Petroleum Co. 

Mr. Thomas stated that his company is interested in buying both the butadiene 
plant and the copolymer plant at Borger, Tex., which they now operate. Phillips 
not being a fabricator, the full output of the copolymer plant will be available 
on the free market as well as 20,000 tons of butadiene each year, which is in ex- 
cess of the requirements of the copolymer plant (Tr. 236-237). 

The witness suggested that section 9 (g) be modified to provide a 5-year term 
for the national security clause. He also suggested that section 9 (j) be modified 
so that after disposal the Government not be in a position of selling the back- 
log of rubber and its component materials built up prior to the disposal. 

He suggested that all rubber be sold to plant purchasers and other purchasers 
during the negotiation and transfer periods (Tr. 238-239). 

The witness stated his opposition to any plant for the Government to accumu- 
late “above normal” inventories before disposal. He said that if an 85,000-long 
ton inventory is built up, it would amount to about 185 percent of current 
monthly GR-S production and would require $44,000,000 working capital. 

“If high-cost alcohol butadiene in substantial quantities is used to build or 
increase this inventory, the cost per pound of rubber and the total capital em- 
ployed would greatly increase. Synthetic-rubber users can increase their private 
inventories if they feel insecure as to the synthetic-rubber supply during the 
transition period.” 

Mr. Thomus added, “We believe that the public purse should not be called upon 
to finance stocks above normal working inventories during Government opera- 
tion; that above-normal stocks are unnecessary and undesirable; and that no 
element of industry should benefit by a possible windfall such as purchase of 
Government-made rubber inventory below cost” (Tr. 239-240). 
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The witness also recommended that the standby period provided in section 9 
(d) (3) be increased from 1 year to 83 years. 


Mr. A. H. Nellen, Lee Rubber & Tire Corp. 

In the course of his testimony, Mr. Nellen pointed out that a tire manufacturer 
who has to pay a higher price for his rubber than one of his competitors would 
be at a distinct competitive disadvantage in the tire market, as an increase of 
1 cent per pound in the wag of synthetic rubber will increase the price to the 
customer of a passenger tire by approxim: itely 20 cents (Tr. 242-245). 

In this connection he pointed out that the relative sales prices for the facilities 
will have an important impact on future competition. Thus, if, relatively speak- 
ing, one plant is sold for significantly less than other similar facilities, the opera- 
tor of the first plant could sell his rubber or fabricate it into tires for significantly 
less than the second purchaser. This would obviously give the first purchaser a 
clear competitive advantage. To preclude such a possibility, he suggested that 
section 9 (f) (2) be amended to include the following language 

“This plan shall insure each purchaser that his facility or facilities are priced 
fairly in relation to co price paid by other purchasers of similar facilities, so 
that each facility may be operated in fair competition with another” (Tr. 244). 

Mr, Nellen expressed his preference for a disposal Commission (Tr, 244) for 
congressional review (Tr. 244-245), and for negotiation as contrasted with bid- 
ding (Tr. 245). 





The CHamman. Our next witness will be Mr. Bates, Chief, Chemi- 
cals and Rubber Division, Office of Materials Specialists, Munitions 
Board, Di partment of Defense. 

Senator Ropertrson. Are you 1 authorized to e xpress the official opin- 
ion of the Department of Defense concerning this program ¢ 


STATEMENT OF FREDERICK D. BATES, JR., CHIEF, CHEMICALS 
AND RUBBER DIVISION, MUNITIONS BOARD, DEPARTMENT OF 
DEFENSE 


Mr. Bares. I am so authorized. 

Senator Ropertson. If that is the official position of the President ? 
If not, whose official position is it ¢ 

Mr. Bares. I would be glad to comment on it. 

Senator Ronerrson. I would like to know who you speak for. You 
are not the top / 

Mr. Bares. I am representing the Department of Defense, sir. 

Senator Ropertson. And you will officially present the position of 
the Secretary of Defense and whether or not that is the President’s 
position, you will assume that it is 4 

Mr. Bares. The President sent a message to Congress on this sub- 
ject, sir, and we concur with his message, 100 percent. 

Senator Ronerrson. He just recommended a disposal program, but 
did not give us the details and that is what we are arguing about now. 

Mr. Bares. We are concerned primarily with the national security 
aspects. 

The CuarrMan. Is the Department of Defense in favor of disposing 
of the plants to private industry ¢ 

Mr. Bares. We are definitely in favor of the disposal of the plants 
to private industry. 

The CuarrmMan. You represent the Department of Defense? 

Mr. Bates. I do, sir. 

The CHAmRMAN. What you say here today is their position ? 

Mr. Bates. That is correct. 

The Cuarrman. Thank you, sir. 

Why do you not proceed, then, in your own way. 
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Mr. Bares. The De partment of Defense favors the disposal of the 
synthetic rubber plants to private industry. 

We believe that the creation of a free, co mpetitive SV nthetie rubber 
industry in the United States is very important to national security. 

Our national security in rubber in this country today is very well 
protected. Our ample stockpile objective for natural rubber is vir- 
tually completed. We have a very large and going synthetic rubber 
Industry. 

urthermore, the two types of synthetic rubber which are made by 
the Government at this time GR-S and butyl, have proven their abil- 
ity to compete with natural rubber without the mandatory use con- 
trols which formerly were considered necessary. 

The national security is protected in this proposed transfer of the 
Government-owned sy nthetic rubber plants to private industry by the 
fact that all plants which are sold must carry a security clause which 
insures the availability of the production of these plants at all times, 
for 10 years. 

Any plants which are not sold will be maintained in adequate stand- 
by condition by the Government. 

The one comment which we would like to make on the Senate bill is 
with regard to the provision that a minimum capacity of 400,000 tons 
of general purpose synthetic rubber must be sold. 

Senator Roperrson. Must be what ? 

Mr. Bares. According to this bill, sir, a minimum capacity of 
400,000 tons of general purpose synthetic rubber must be sold or no 
plan would be sent to Congress for their consideration. 

Now, we think that that minimum figure is a little low and we would 
suggest that a figure of at least 450,000 long tons of general purpose 
synthetic rubber—— 

The CHarrMan. The House has already placed in their legislation 
which they have passed, I think, 500,000. 

Mr. Barres. That is correct. 

The CHarrMan. Is that agreeable to you? 

Mr. Bates. That is agreeable to us; yes, sir. 

That concludes what I have to say, Senator. 

Senator Rosertson. What consideration, if any, has the Depart- 
ment of Defense given to the suggestion made to us by the Justice 
Department that we would frame this legislation with a view to pre- 
venting a monopolistic control of the production of synthetic rubber ? 

Mr. Bares. While the Defense Department is not the agenc y which 
has the responsibility for such matters, I am sure that everyone would 
agree that it is very important and that Congress should take such 
steps as are considered required. 

Senator Ropertson. But you bring us no recommendation as to 
how ? 

Mr. Bates. No, sir. 

Senator Rornertson. That has not been considered very materially 
in your Department ¢ 

Mr. Bates. That is correct. 

The Cramman. Your position is that the Government, or the Con- 
gress, ought to make certain that they do not create a monopoly in 
respect to this matter / 

Mr. Bates. Yes, sir. 
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The Cuamman. But you feel it is the responsibility of the Attorney 
General to advise this committee and the Congress as to what should 
or should not be done in that respect, rather than the Department of 
Defense. 

Is th: - your position 

Mr. Bates. That is correct. 

Seantor Bricker. And the more these plants that are sold, the better. 

If more are sold, that is the best program we could have ¢ 

Mr. Bates. Obviously, sir, if we could sell all the capacity that 
would be the best program. 

The CuarrMan. You recommend three things that we watch out 
for: (1) That the facilities and production in case of war if needed, 
from the point of view of the military, be made immediately available 
to them, and (2) that the 400,000 tons possibly was too little and it 
ought be 450,000 or maybe 500,000 ¢ 

Mr. Bares. Yes, sir. 

The Cuarmman. What was your third point? 

Mr. Bares. I do not recall stressing any other point, sir. 

Perhaps it was that the plants which are not sold would be kept in 
adequate standby condition by the Government. 

The Cuamman. That isright. Your third point was that the plants 
that are not sold to private industry, that are retained by the Govern- 
ment, should be kept in a standby, workable condition by the 
Government ? 

Mr. Bates. That is correct. 

The Cuarrman. Those are your three recommendations ? 

Mr. Bares. Yes, sir. 

The Cuarrman. I think they are all three good ones. 

Senator Bricker. There is no question but what the Government 
could take this over in time of war? 

Mr. Barres. We would have to have the national-security clause 
that is provided in the bill. 

Senator Bricker. There is no question but what the Congress would 
authorize the Government to take over the capacity needed in the 
time of war. 

The CHatrman. I expect they would get it if we got into war. 

Senator Sparkman. This may have been brought out in previous 
testimony. I was not able to be here last week. 

How many of these plants are to be disposed of ? 

The CHarrman. What was your question ¢ 

Senator SparKMAN. How many plants are there to be disposed of ? 

The Cuatrman. I think it is 29. 

Senator SparkMAN. It is something in that neighborhood. 

Do you mean the Government is going to keep one? 

Mr. McKenna. It is ane “gt rimental laboratory. 

Senator SparKMAN. Is it contemplated that all of these might be 
bought by a single predate or is there any provision that it be broken 
up 

Mr. Bares. That is not in keeping with the provisions of this act 
as I read it. 

Senator SparkMAN. Do you mean they will not be sold to one? 

Mr. Bares. I am sure that neither the Commission that is monitor- 
ing this disposal nor the Department of Justice would approve such 
a plan. 
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Senator SparkMAN. I was just following up the question Senator 
Robertson was asking about the possibility of monopoly. I did not 
understand that it was specifically provided in the act to make that 
impossible. 

It would depend entirely upon the decision of the Department of 
Justice; would it not 4 

Mr. Bares. There are other provisions in the act, sir, in the criteria 
which definitely state it. 

The Cuarmmnan. If it is not there, the language should be made 
such before I would vote for it. 

Mr. Bares. Page 7, paragraph 2, says: 

The disposal plans for the Government-owned rubber-producing facilities shall 
insure that small-business enterprises and users other than the purchaser of 
the facility involved receive a fair share of the end products of facilities sold. 

Senator SparkMan. I would not ask you to dwell further on it. 
I think the chairman has correctly stated the situation. 

The Cuamman. You are not a lawyer, are you? 

Mr. Barres. Iam nota lawyer. 

Senator SparKMAN. My immediate thought is that there should be 
specific language in the bill clearing up, or removing any doubt as to 
the possibility of that happening. 

Now, did you hear Mr. Rosenthal’s testimony, testifying for 
SDPA? 

Mr. Bares. Yes, sir. 

Senator SparkMAN. Are you in agreement with the views he 
expressed ? 

Mr. Bares. I would say in general, I am, sir. 

Senator SparKMAN. One reason I ask that question, and I assume 
one reason SDPA is particularly concerned with it, you know the 
great difficulties that small business h: ad in getting enough rubber to 
keep their fabricating plants running, not only during the war, but 
ifter the war. You do believe that we ought to have some reasonable 
assurance in any legislation which is passed, that small business could 
count on an equitable distribution of the product? 

Mr. Bares. I believe that as this disposal plan progresses, one will 
very easily be able to judge from the pattern of these prospective pur- 
chasers, as to what protection small-business interests will receive, and 
if, as I am sure everyone hopes, there is sufficient capacity sold to more 
than take care of the requirements of only the large consumers, then 
obviously this privately owned synthetic rubber business will be a 
highly competitive one. How, while obviously some of the large 
rubber companies will be purchasers, we also know from testimony 
that certain independent companies—a large petroleum company, for 
example—is a likely purchaser of one of the good sized plants. 

That company does not use rubber and has stated in its testimony 
that it will be actively searching for customers for its product. 

Senator SparKMAN,. Of course in normal times and under normal 
conditions, there would be, presumably, no great difficulty, but if the 
time should come that we were cut off from the supply of natural 
rubber, then the difficulty would become great. 

Mr. Bares. That would aggravate the supply situation; yes, sir. 

Senator SparKMAN. That is all, Mr. Chairman. 

The Cuarrman. Senator Douglas. 


35425—53——_12 








i DISPOSAL OF RUBBER PLANTS 


Senator Doveras. Mr. Bates, have you investigated the question of 

pereiiation of these plants? 

Mr. Bares. No. I have not. I have read the statements concern- 
ing them. 

Senator Dovuanias. You are the Chief, Chemicals and Rubber 
Division ? 

Mr. Bates. Yes, sit 

Senator Doueias. Have you seen the report of the RFC on rubber 
facilities ? 

Mr. Bares. Yes. 

Senator DowuGnas. They state that they set aside $351 million ap- 
prox mately for depreciation. 

What is your understanding about the status of this depreciation 
fund? 

To what degree has it been held in cash and to what degree has it 
been used to p yhysic ally re pl ice part of the property ¢ 

Mr. Bares. I would rather have the RFC answer as to that point. 
I do not know, myself. 

Senator Dovetas. Mr. Chairman, I would suggest that this is so 
important a matter that we ask Mr. Cravens to come back and go into 

this quest) ion of the de prec lation, and the status of this § S351 million. 

I have been reading the Ilouse debates on this matter and I find that 
several of the speakers said that these plants became depreciated in 
10 years. 

Isthat your understanding of the situation ? 

Mr. Bares. I believe that is a fair estimate of the rate at which 
depreciation would normally be charged on these plants. 

Senator Doveuas. Is that the physical rate of depreciation ? 

Statements were made that the processes were such that the ma- 
chinery in the plant corroded and, therefore, there was need for 
great haste in the sale of the plants, lest they become obsolete and 
depreciated. 

Is that right ? 

Mr. Bares. Yes, sir. I would confirm the statement that the longer 
the Government holds onto these plants, the less they will be able to 
obtain for them. 

Senator Doveras. Is the physical depreciation as rapid, however, as 
indicated in some of the statements on the floor of the House? 

Mr. Bares. I believe those were fair statements except I think there 
may be incorrect implications drawn from them. 

Obviously if you own a chemical plant which does tend to deterio- 
rate roughly 10 percent a year, you do not let that plant depreciate its 
10 percent each year so that at the end of 10 years you have nothing. 
You are constantly replacing your equipment and keeping it up so 
that at the end of 10 years, you still have a plant that will be good 
for another 10 years. 

Senator Doveras. Do you have figures or estimates as to the degree 
to which RFC has kept the plants up to date? That is, the degree to 
which it has used its depreciation fund to keep the plants in good 
condition 2 

Mr. Bares. I have read reports of the RFC showing how much 
money they have spent. 

Senator Doveras. Have you made a physical inspection of the 
plants ? 





DISPOSAL OF RUBBER PLANTS 175 


Mr. Batrs. No, sir; I have not. 

Senator Dovenas. Has anyone in your office made a physical in- 
spection of the plants ¢ 

Mr. Barres. Not of recent date, sit 

Senator Doucuas. How far back ? 

Mr. Bares. I should have to check on that, sir. I am not sure to 
what extent anyone from the Department of Defense has inspected 
these facilities. 

The Crairrman. You had nothing to do with maintaining the 
plants ? 

Mr. Bares. That is right. It is not our responsibility. 

The Cuarrman. The answer to that question would have to come 
from the RFC who have been operating the plants 100 percent ? 

Senator Dovueuas. I felt the Munitions Board might have some esti- 
mate of the present capacity of the plants. 

Mr. Barrs. We do have information as to the capacity, sir. 

Senator Doucias. Do you think the plants are in substantially as 
good condition now as when the y were originally constructed ¢ 

Mr. Bares. I think in some respects they are prob: ably better because 
more modern equipment has been added in certain instances. 

Senator Dové.as. So, on the whole the plants have not deteriorated 
under Government-owned ownership and operation ¢ 

Mr. Barres. No more than they would under the private ownership, 
slr. 

Senator Bennerr. Mr. Bates, do you know whether the — gross 
book value of the plants represents not only the original cost, but the 
added facilities that have been put in since to keep the plants up to 
date, or whether those have been charged off as repairs or operating 
expenses / 

Mr. Bares. It is my understanding that the current stated value of 
the plants includes everything that has been added. 

However, I am not an expert witness on that subject and I suggest 
that such question be directed to the RFC. 

Senator Payne. I think the schedule in the pamphlet by RFC shows 
the original cost, additions, and depreciation, giving the net book value 
at the present time. 

The Cuairman. I hold in my hand the program for disposal to pri- 
vate industry of Government-owned rubber-producing facilities, is- 
sued by the RFC under a law directing them to do so by the Congress. 

On pages 50 and 51, they show the names of the plants, loc: ation and 
the or iginal cost and de ‘prec lation reserve as of December 31, 1952 

I think at this point we will ask the RFC to give us a re port on jus st 
how they arrived at these figures showing the depreciation on each 
plant which totals $350,757,000. 

I wish the staff would see that they give us such a report for the 
record. 

Also, I wish the RFC would give us the following type of report: 
We should have the RFC submit information for the record on the 
Government rubber plants previously sold. I think there were about 
23 of them. The information we want on those plants would be what 
price was received for these individual plants Low n they were sold; 
what was their cost originally, the original cost ; who purchased them ; 
type and location of the plants, and capacity of the production of these 
plants. 
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You see they have already disposed of 23 plants. 

Is that correct? Where is the RFC man ¢ 

You have already disposed of 23 plants, have you not ? 

Mr. Youatem. Disposal was not carried out by the RFC. It was 
carried out by the War Assets Administration. 

That information was in a report submitted to the Congress by the 
President in 1950. 

The Cuarrman. We will ask that you and RFC, in conjunction with 
our own staff, then prepare the information that I have just suggested 
for the record. 

(The information referred to follows :) 





no 


DISPOSAL OF RUBBER PLANTS 


*(sorjloedeo s,yuBid oy} Jo JTey-ouo Ajoyeuryxo1dde) 





Bie 





) epiqut 





j oyqno te u OOg*1 07 § 


wUOl}t Aq poumo di 
I N 





IIIT 
¥ 


Ost 


MOSTO 


399} pus 





u9s50 





"6r6{ Arenues 
6r61 [dy 
"6P6I Goss 
1r61 Asenige 
961 WsNsny 


‘6h61 Arsnuve 





"OPH JOQMIBAON 

“L¥6L Aseniqoy 
a 

“9PGI 20QO}OO 


"Lb6I OUNL 
"OPH 19qQ UIB00C] 
"9P6I Jequiejdeg 


9F61 ABI 
‘ere! AsBnueEl 




















yu Jo Avp B yoo} O[Qnd WoT TUT 





*e1OY MOSTI POY ind sem 















































0O ¥ sin 
09 


| 09 Zuyiny 








0— 7 SMoOUIIN 9 
“diog spnpolg suyl 
WON 2 


yENULY 








O suyugey Joj,ABL ‘T 

x» dup Yyvt W : 7 
z 

00 ITO P4et ‘TI 

















JIB 7 Oplqae, 























“suo} W108 000 O8 

i. ~,Su0} 41048 009% 

suo} 1404S 0O0'L 

¢SU0} 40s OOS*E | 
U0} WAYS 0089 












BA “M ‘23NITISUT 
xa,L ‘Sy sndi09 
xa,L, ‘9ptse[suT 
~“ysv_‘opeiod [Hf 
By] ‘asnoy Uo we 











[oqoo[s ul0J} 


umMe[oijed WOlJ 9UAT} 
~---- JaurAjod 





JAS *4s00 U Tlijsuod [BUTS}IO jO 1 
i a a a = — mesg 
[os 10 urei301d 943 P : wy] ‘oat 
| 
GaAZIIVAINNVO SLNV'Td 
ey: ~~ [830.L — FF . es ae = F [830.L 
od np ‘I 'a ; LE suo} Zu0t 00009 | ~-----" Ay ‘oT ]AsMNoy] eueid0eN cz9 
) COVAISI A 7 J I ane a 1iBMON op 
10d np 1 a ‘T SU0} 24048 OFF" f'N 4eMON 
[ GO} HOT] ¢ ABC z ] SU0} JOYS OFF'T PW a0 UTI 6 ! 
y JaYsSup) vo1Uuo | | . } AN 4 o0y seu 
seccesse op | 
JABD [BUOPIEN | 88 wf | - 
uy OO | Leet aie 
dy) MOC] LI X9,[, “OOSt IPA | 
19 suvddoy aA F SS PO, Be a eee 
) oJUBSUO ‘SI suo} 410Y8 000 ; XO “AUTO Sx 2 
Suo} JAOYS 0O0'SZ |} —s op 




















“Lp61 Arenuvs rs ig oRESa Seay 09 YI ( suo} Zu] 00009 | 4x ‘O[JAsno'] 
eoyid 1 9F6T (tenaur) 2s 
, —_ ‘ . ; ; > uvjd jo od4 10u 
gles Jo aed SO[BS 04 BUT Jeseyoing t Ue Ayoudeo pouzysoqd were we? - “ULI I 
-yxoldd Vy 48 4SO0D < 














sUo01isodsip JUD}. 


7 


L 


a10s SLNVId 


fo fi 








178 DISPOSAL OF RUBBER PLANTS 


The Cu AIRMAN. By the way, we wan { this record to go to press, if 
pos ible, by 6 o’cloe *k tomorrow —_ and if you a get all this 1 In- 
formation, we will hold it open then for another 24 hour 

Senator Douatas. Mr. Chelate: that sananeion is a very im- 
portant point. 

J have been lookin Yr over the House debate which ied into the sub 
ject. [ have a number of quest ions L would like to ask Mr. Cravens 
and I would respectfully request that the hearings be prolonged until 
we have had a chance to ask Mr. Cravens some very important 
questions 

Che Cuamman. We can have Mr. Cravens here this morning, if it 
is possible. 

Senator Doveuas. If that is not inconvenient to him. 

The Cuamman. We can either get him up here this morning or we 
Cal A him up here at 10 o'clock tomorrow morning. 

mator BENNertr. I should like to ask the Senator from Illinois if 
it ca save time if Mr. Cravens knew in advance the questions he 
was to be asked. [f he came up cold and had to say, “Til have to go 
back —s cet the information,” we might waste time. 

Senator Dove. I could dictate a rough memorandum with the 
understanding that 7 will not necessarily be limited to the questions 
and that I will have the privilege of asking questions beyond questions 
which I submit 

The Cuarman. We will ask Mr. Cravens to come up and testify 
at 10 o'clock tomorrow morning. Is that satisfactory / 

Senator Doucias. Very well. 

The Cuarrman. We will have Mr. Cravens here at 10 o'clock to 
morrow morning and in the meantime, if you will help us get the in- 
formation I] just asked for, Mr. Yohalem—lI know it is available, but 
help your staff get it into this record. 

Mr. Youatem. As I understand your first question, you want to 
know the original cost of each plant ¢ 

ihe CHarrmMan. Iam thinking in terms now of the plants that have 
beer a sposed of—previously disposed of. 

Mr. Youatem. That is th e table we will furnish you for the record, 

The CHarrMan, I apprec iate the fact that you have $ S: SoU million Ih 
depreciation, but what we want Lo ewe is, How did vou arrive at it? 

What percentages did you use 

For instance, vou show Sg Tire & Rubber Co., $4,589,000. 
What rate did you use?) What percentage did you use ? 


Mi. Youatem, The answer to that would be quite long. 
In some cases the depreciation rate might be 20 percent a year. 


The CHaAtrMan. ft am speaking in generalities. 
Mr. Youatem. | testified the other day, sir, that as a generality, 


the depreciation rate has been approximately 10 percent a year, 
overall. on ade preciable property. 

Senator Bricker. That is the average of the various typ es of equip- 
ment used. Some de 2prec lated more, some depreciated less. That is 
the general, overall de preciation., 

Mr. YouaLem. _ if is right. You cannot look at the age of any 


1 4 } ‘ : ; 
one plant and multi pis the age by 10 and say “How come it doesn’t 


even out” because i many cases a great amount of equipment was 


added after the original construction and there has been construction 
Yong on cul rently ind on that there is ho depreciation. 
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Senator Bricker. That capital investment has depreciated sul 
sequently jus st as the equipm nt we is depreciated. 

Mr. YouaLem, That is right. 

There was a question as to maintenance and whether that was 
capitalized. My answer would have to be that I think we have main 
tained our books in accordance with good, sound accounting practices 
and that maintenance would be charged off to operating oo 

Senator Bricker. The only difficulty would come trom tl ie personal 
judgment of those in ch: arge of the books as to what maintenance 
and what is depreciation. 

Mr. YouaLem. That is right 

Generally speaking, we have charged maintenance items to the 
operating accounts, and vou don’t find them in the original cost. On 
the other hand, addition and betterments to the plant which would be 
properly additions and improvements, have been capitalized and are 
therefore in the gross figure which you will find under the heading 

“Original cost, December 31, 1952.7 $518 million. 

That is the capital cost of ‘all of the facilities presently owned today 
prior to the taking of depreciation. 

The Cuamman. Let me say this, and I hope every member of this 
committee will jo with me, and that is that the B oard, or whoever 
disposes of these plants, will at no time take into consideration this 
$350 million shown in this statement as depreciation, because it has 
absolutely no bearing as far as I see it upon the sale. It ought.not 
to be taken into consideration. The bidders know their business, they 
know the true value and the replacement value of these properties, and 
that particular figure ought not even to be considered. It ought to 
be taken completely out of the book and destroyed as far as the sale 
of this equipment is concerned. 

I think the prospective buyers will agree with me on that state 
ment. 

Senator Bricker. If you are going to take that out, you ought to 
take the original cost out. 

The Cuamman. As far as I am concerned, you can take the original 
cost out. 

If I have something for sale, it is worth so much, and what I paid 
for it and what I have depreciated it has absolutely no bearing on it 
whatsover. It has no bearing when I go to sell something. It is 
none of my business to inquire of the man whom I am buying from 
what his depreciation is. 

In other words, these plants are worth so much money, today, to 
prospective buyers, regardless of what the Government paid for them, 
or regardless of the amount that they have been de -preciated. They 
are worth so much mone y and they ought not to take into considera- 
tion, and I for one will insist that they do not take into consideration 
how little or how much they have bee1 depreciated. Depreciation 
today is pretty much mixed up in the manufacturing business as a 
result of amortization certificates in World War II, and amortiza- 
tion certificates at the moment. 

What ought to be considered is only the true value of these prop- 
erties, regardless of what they cost and regardless of how much they 
have been depreciated. I think perhaps we are talking about some- 
thing that ought not to enter the negotiations at all. 
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Senator Dovcias. It matters a great deal as to whether the prop- 
erties are physically run down or whether they have been maintained 
in such condition that they are substantially as good now as when 
they were new, or perhaps a little better. 

I do not pretend to be an expert on the subject, but I do know some- 
thing about the accounting 2g gg followed in oo years by the 
United States Steel Corp. and by the railroads. I do know that it 
is the practice of the steel companies and the railways to set aside for 
depreciation and maintenance larger sums than were actually needed 
to provide for physical wastage and hence in effect to build up the 


cap! tal assets through very liberal de prec lation allowances. 

This would absorb the Ui fference between the origina] cost of the 
steel plants which were consolidated in United States Steel and the 
amount of stock which was issued. There was originally a terrific 


discrepancy, but it was —_ good by very liberal allowances for 
depreciation and maintenance, and capital additions which were not 
» charged. 

I know something about the original discrepancy between the stock 
originally issued on the railways and the physical assets of the rail- 
ways and how this difference was absorbed by liberal depreciation al- 
lowances. 

Senator Bricker. Do you mean allowances by the Government for 
income-tax purposes ¢ 

Senator Doverias. No. These allowances were made by United 
States Steel before there was an income tax, and taken before the 
actual depreciation allowances were carefully worked out by the Bu- 
reau of Internal Revenue. 

Much the same thing happened on the railways. As I say, I am 
very fond of my chairman and have a high opinion of his business 
astuteness and fairness as a presiding officer, but I think that these 
are matters which should be properly considered. 

Senator Bricker. To me this is merely a matter of bookkeeping. 
If there is an error in bookkeeping, then you have an error in main- 
tenance. That is actually what is spent to keep the plant up to a 
going point and what is necessary for the operation of it. Deprecia- 
tion is more or less an observed figure and is valuable according to the 
judgment of the one who determines upon it. At the present time, 
the maintenance is not adequate to take care of the replacement value 
because most of these plants were built when the dollars were worth 
something. It is down to 53 cents now. They are depreciating it on 
a 53-cent cheap dollar, and they have to replace this plant upon those 
dollars, when it was originally built with a more valuable dollar. 
Depreciation at the present time does not reflect the real needs of most 

of these companies. 

The Cuatrman. I am fearful that I have not made myself clear. I 
do not believe I have made myself clear. What I tried to say was 
this: that I hope that each Senator on this committee will join with 
ine in the position that, for example, these pi: ints cost about $500 mil- 
lion, and they have depreciated them by $350 million, which leaves 
something like $165 million on the books. They are not going to sell 
them for $165 million, but they are going to sell them for the fair 
value of the properties, the earning capacity of the properties. They 
are not going to take into consideration the fact that they have been 
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depreciated $350 million. The basis on which you sell anything is 
what it is worth, what is the fair value of it, what is the earning ¢a- 
pacity of it, regardless of whether or not it has been wholly depre- 
ciated. I know of many, many, many facilities in the United States 
that are 30, 40, or 50 yeurs old that have been completely depreciated 
for tax purposes, completely depreciated on their statements, that to- 
day have terrific value and are possibly worth more and could be sold 
for more than they originally cost the manufacturer 40 or 50 years ago. 

Senator Dovcas. Now, the chairman is talking the way I like to 
hear him talk. 

The Cuarrman. I thought I made myself clear before. I am cer- 
tain that the prospective purchasers of these plants will agree with 
me and that they will go in and bid on them a the basis of the fair 
value of them, how much profit they can make out of them in the 
future. 

They of course will take into consideration the rundown condition 
of any facility or any part of any facility and they will take into con- 
sideration, of course, the life of the existing facility that they are 
going to buy and how much they are going to have to immediately 
spe nd to bring it up to full capacity. But the big thing “ will take 
into consideration is the earning capacity of that plant 

What you are doing here is selling a going concern. Anyone who 
buys one of these plants already has a market created. The plant is 
in existence, and the first day they take it over they will manufacture 
and produce and sell. I do not think there would be any idea on the 
part of any board that is set up to dispose of them, or on the part of 
anyone connected with it, that this depreciation figure is going to be 
taken into consideration at all. I am not in favor of taking it into 
consideration at all. 

Senator Payne. Mr. Chairman, has there been a competent ap- 
praisal made of these properties, as of the present moment ? 

The Cuarrman. You have asked me something I cannot answer. I 
presume not. I presume the statement that we have here speaks for 
itself. 

Let me say this: If they do have an appraisal, I hope they do not 
give it out. 

Here is a situation where the Government is a seller and there are X 
buyers who are going to bid. Now, they are wise fellows. They under- 
stand costs, they have been operating these plants and they know what 
they are worth. 

Mr. Youatem. If I may refer the Senators to the letter of trans- 
mittal to the President, the Senate, and the House, from the RFC 
Administrator on March 1, the letter of transmittal of the RFC report, 
you will note in the last paragraph of the letter that we say: 

The Corporation retained an independent engineering firm of acknowledged 
competence in the field to appraise the properties which may be offered for sale. 
We do have that appre aisal and it has not been made public. 

The CuHarrmMan. Thank you very much. 

Are there any other questions ? 

If not, we thank you very, very much, Mr. Bates. 

Our next witness will be Lawrence Brown, assistant to the president, 


Publicker Industries, Philadelphia. 
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STATEMENT OF LAWRENCE BROWN, ASSISTANT TO THE PRESIDENT, 
PUBLICKER INDUSTRIES, PHILADELPHIA 


Mr. Brown. My name is Lawrence Brown. I am assistant to the 
president of Publicker Industries. 

We are manufacturers of industrial alcohol. It is as manufacturers 
of industrial aleohol that we are interested in this bill. The only 
points that I want to talk about are the alcohol butadiene plants. 
‘These are in a sense the stepchildren of the synthetic-rubber industry, 
but I think they are more important than has generally been thought. 

The small-business difficulties which have been mentioned many 
iimes stem, I think, primarily from the alcohol-butadiene plants. 

There is adequate capacity for synthetic rubber in this country, but 
there is not adequate capacity for butadiene. The reason that rubber 
shortages are threatened is not that there isn’t capacity to make rubber, 
but there isn’t capacity to get the cheap butadiene to make it out of. 

Ever since these plants were built they have run on and off. It is 
impossible for them to run steadily because they are the marginal 
producers. ‘ 

Senator Bricker, What is the relative cost of it, with the petroleum 
butadiene ? 

Mr. Brown. Senator Bricker, it is hard to say. It depends so 
much on the price of aleohol. Sometimes it is 35 cents a gallon and 
sometimes it is 80 cents. It is the kind of raw material whose future 
price is very difficult to predict. 

Senator Bricker. What is the cause of that fluctuation? 

Mr. Brown. The sources of alcohol are either synthetic, which is a 
steady price, or fermentation—Cuban molasses, largely. It is im- 
possible to foresee the Cuban sugar crop, or what the quantity of 
molasses will be, so the price goes up and down. 

Senator Bricker. How is the synthetic alcohol made? 

Mr. Brown. That is made from ethylene, sir. It is generally a by- 
product of petroleum refining. That price is pretty steady, but the 
capacity of synthetic alcohol is not adequate for the entire uses of the 
country. 

Senator Bricker. What is that price compared to the cost of buta- 
diene generally made from petroleum ? 

Mr. Brown. If you made it from synthetic alcohol it would be 
higher than most petroleum butadiene prices, but it would be much 
lower than the synthetic rubber made from 80-cent alcohol. 

Senator Bricker. That is because there are additional steps in mak- 
ing the ethylene, I suppose, that you do not have to take in converting 
petroleum directly into butadiene. 

Mr. Brown. In the petroleum route you make butadiene from bu- 
tylene, generally. 

We are not synthetic producers. We are fermentation producers. 

Senator Bricker. I was getting back to the ethylene production. 
Why it costs more than the other process. 

Mr. Brown. The manufacture of alcohol is a more expensive opera- 
tion than the butadiene. 

Senator Bricker. To follow that route, it is more expensive. 

Mr. Brown. To go from ethylene to alcohol to butadiene is consid- 
erably more expensive than going from butylene to butadiene. 
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As a sort of an order of magniture figure, I imagine it would be 
at least 3 to 5 cents a pound more than butadiene. 

Senator Bricker. You are engaged in making the molasses and 
grain alcohol? 

Mr. Brown. Yes, sir. We own an alcohol butadiene plant which 
ran very briefly during the war and we are familiar with the field by 
reason of our ownership of that plant. 

Senator Bricker. That has been since abandoned. 

Mr. Brown. No, sir; it is not abandoned. We use it for other pur- 
poses. We don’t make butadiene. We could and sometimes have 
thought of it, but it has always been a difficult thing to engage in the 
private production of butadiene against the immense Government- 
owned capacity because you can never quite foresee what prices you 
might be up against. 

As I say, we feel under this bill the alcohol plants cannot be sold, 
they cannot be leased and as a result they will come under the shut- 
down provision. 

‘The CHarrman. You say they cannot be sold ? 

Mr. Brown. Commercially, sir. I don’t think anybody can buy 
them under the terms of this bill. 

Senator Bricker. That is because of the competitive market. 

Mr. Brown. It is because of the uncertainty of owning a large buta- 
diene plant under a security clause. Anyone who bought one of these 
plants would be up against a fearful obligation to maintain them in 
operating condition when maybe for a year or 2 years they wouldn’t 
be able torunthem. They are the marginal butadiene capac ity. Every 
fluctuation in synthetic rubber consumption shows itself in the rise 
and fall of alcohol butadiene production. 

You see what has been going on for years is that the Government 
has taken the expensive butadiene from the alcohol plants and the 
cheap butadiene from the petroleum plants and averaged it, thereby 
getting a reasonably priced butadiene for all the sy nthetic "polymer 
plants. But the minute you start dividing up what was formerly a 
collective pie into individual slices, somebody is going to get the cheap- 
est and that is going to be the strongest. 

Senator Bricker. What is the total percentage of butadiene made 
from the alcohol process ? 

Mr. Brown. It has varied tremendously since the war. During the 
war I think more than half the synthetic rubber was produced from 
alcohol. Since then it has been much less than that. I think it is— 
well, I shouldn’t guess. It is a percentage of importance, but what it 
is I honestly don’t ‘know. 

Senator Bricker. What I am getting at is whether or not there is 
enough of this production capacity in “the other plants to take care 
of the market need. 

Mr. Brown. There is not enough petroleum butadiene to take care 
of the existing copolymer capacity and the alcohol plants have run 
spasmodically but pretty steadily since the war. Every year the 
Government hopes to close them down and get rid of them and every 
other year the rubber situation is such that they have required alcohol 
butadiene. They require it today. But it makes an impossibly ex- 
pensive proposition for a private company to sit out there being a 
spasmodic producer. 

Senator Bricker. You cannot average your cost ? 





184 DISPOSAL OF RUBBER PLANTS 


Mr. Brown. You can’t particularly, sir, if you are under a security 
clause obligation. 

Senator Bricker. A production requirement. 

Mr. Brown. You must maintain these plants. You can’t turn them 
to any other use. And yet you may be only able to operate them 33 
pe recent. They are divisible; 1 plant has 3 lines and 1 has 4. There 

as another plant. It has been demolished. You can run any one of 
those lines. You could produce 20,000, 40,000, 60,000, 80,000 tons of 
butadiene, as you please. 

Senator Bricker. Your suggestion is, then, that the lease provision 
be extended and the Government take care of those periods when you 
are not in operation. 

Mr. Brown. We have the feeling that if the Government wants to 
maintain these plants under a security clause it should have to pay 
that for itself. If it would lease on a tonnage basis to private industry, 
I think a number of companies would bid as tenants to operate as the 
market allowed, 1, 2 or 3 lines, something like that, provided they 
were not obligated to maintain what they could not run. That is, they 
could maintain it, but not at their own expense. They would be per- 
forming a function for the Government. We feel if those plants can 
be kept in production, that it will go a long way to solve the small-busi- 
ness problem, because there is great excess copolymer ¢ apacity in this 
country that has not been dwelt upon before the committee. There 
is plenty of copolymer capacity. There is an inadequate butadiene 
supply. 

Senator Bennett. If these plants are sold, is there any prospect 
that the purchasers or private industry as a whole would be interested 
in improving the butadiene capacity to eliminate this slack? 

Mr. Brown. Senator, in time there would be every reason to expect 
the petroleum industry to expand the butadiene capacity of the coun- 
try, but it will take a good deal of time. It can’t be done right away, 
and in the meantime the rubber industry is dependent for its marginal 
supplies of butadiene from these alcohol plants. 

Senator Bennett. When you say a good deal of time, is that in 
the nature of 1 year or 5 years? 

Mr. Brown. I would guess it would take 2 years or 214 years to 
build the necessary large plants. They are rather complicated plants. 

Senator Benner. Someone testified day before yesterday—lI can- 
not remember exactly who it was at this moment—that this sale should 
be held up until a stockpile of 200,000 long tons had been accumu- 
lated. 

Mr. Brown. Yes, sir. 

Senator Bennett. Would that help get over this period? 

Mr. Brown. Well, I think it would. I don’t want to pose at all 
as an expert on statistics of rubber, but my rough guess would be that 
200,000 tons over the petroleum production would perhaps carry 
the industry through until more butadiene capacity could be built. 
Of course, in order to do that it means you have to run these alcohol 
plants all out from now on, if you are going to accumulate 200,000 
tons. It is quite a task. 

Senator Bennett. I think that is the point that the witness was 
making, that these aleohol plants should be retained and run on that 
kind of a basis. 
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Mr. Brown. As I understand it that could not be done under either 
this bill or the House bill. 

The Cuarmman. It could be amended to do it. It has not passed 
yet. 

Mr. Brown. We have one other thing that we do feel. because we 
own this butadiene plant of our own- 

The Cuarrman. That is butadiene made from alcohol ? 

Mr. Brown. Yes. 

The Cuarrman. Will you wait just a moment? I am getting a 
little confused, as you always do when you talk about something you 
do not have experience in, or information. ‘Therefore, you have to 
educate us a little bit. Are you saying that there is not sufficient 
petroleum butadiene production to take care of the needs of the 
country ¢ 

Mr. Brown. That is my opinion. 

The CHatrman. Are you also saying that at no time can alcohol 
butadiene compete with petroleum butadiene? 

Mr. Brown. Commercially? Yes, I say that, too. 

The CuatrMan. You are positive on those two things? 

Mr. Brown. That is right. 

The CHarrman. Did you make the third statement that nobody 
would buy these alcohol butadiene plants ? 

Mr. Brown. I stated that that was my opinion. Under the security 
clause, I don’t think anybody would take the risk of buying them. 
All they would be doing would be buying an shiiaedien to maintain. 

The Cuarrman. Let me ask the RFC man if these three statements 
are correct. 

Mr. Youatem. I think they are, sir. 

The Cuatrman. You think they are correct ? 

Mr. Youatem. Yes. 

The CHarrman. Are you making any butadiene at the moment out 
of alcohol? 

Mr. Youatem. Yes, we are. 

The CHarrman. What percentage of your butadiene production at 
the moment is from alcohol ? 

Mr. Youatem. I cannot answer that question. I could get you that, 
but it is a figure which changes almost from day to day. The witness 
was quite correct in saying that as the demand for synthetic rubber 
has gone up, the Government in recent years has had to resort to the 
alcohol plants to supplement the butadiene supply. 

If my recollection serves me righthy—and I think it does—there 
is enough petroleum butadiene capacity to produce approximately 
650,000 long tons of synthetic rubber. 

The Cuarrman. That is petroleum. 

Mr. Youatem. Yes. 

Mr. Brown. Could I interrupt with a footnote on that statement? 

The CHarrMan. Yes. 

Mr. Brown. I believe I would agree with that, provided the Air 
Force doesn’t want any more butylene. There is a very grave diffi- 
culty in regard to butylene because both the petroleum butadiene 
plants and the alkylate plants for the Air Force depend on the same 
raw material. We had that very critical difficulty during the war 
when I was with the WPB. It was always necessary to shortchange 
synthetic rubber in order to get enough gasoline for Air Forces. That 
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potential danger always does hang over the petroleum butadiene 
plants. 

The Crarman. You are saying that your petroleum butadiene 
pl ints at the moment have ac apac ity of 650,000 long tons. 

Mr. Youarem. They have a capacity sufficient now to produce 
enough petroleum butadiene to make 650,000 long tons of rubber. 

Senator Dovueias. In this report on page 51 it says the total capacity 
of petroleum butadiene plants is listed at 539.200 short tons, and the 
alcohol butadiene capacity, 215,000, and the butyl capacity, 90,000, 

Mr. Youatem. That is quite right, Senator Douglas, but you must 
remember this: That for every long ton of synthetic rubber, which is 
approximately 2,200 pounds, you use approximately 77 percent buta- 
diene and 23 percent styrene. 

Senator DovuGias. 23 percent styrene‘ 

Mr. Youarem. Yes. 

Senator Bricker. There is no question about the capacity to produce 
styrene { 

Mr. Yonatem. The Government program does not contain enough 
styrene capacity, but there is private styrene capacity. What hap- 
pe ‘ned in st yrene is this, sir: The Government had five pl ints. Four of 
them were sold, in 1946 and 1947, I believe, and are oper: ated by Mon- 
santo, Dow Chemical, Koppers, and Union Carbide & Carbon—I think 
those are the four operators of them. The Government retained one 
plant, and the contracts of sale of the four sold provided for Govern- 
ment to retain some capacity of those plants to satisfy the rubber 
program. Those contracts have now come to an end, but there is an 
open, commercial market for styrene. Rubber is manufactured out of 
the styrene produced in the Government plant, supplemented by the 
styrene purchased. 

Senator Bricker. The Government still operates that one plant? 

Mr. Youatem. The Government still operates the styrene plant in 
California, and that plant has been operating at full capacity for some 
little time. 

The Cuatrman. If and when these plants are sold to private — 
try, is there any question in anybody’s mind but what the industry as a 
whole then would increase their petroleum butadiene plants to take 

care of whatever capacity was needed, whatever sales they could make? 

Mr. Youatem. There is no question about that in my mind, Senator. 

The CHarrmMan. And it is possible to do so? 

Mr. Youatem. Yes. 

The CHarrman. It is very simple if you have the money and want 
to build the plants. 

Mr. Youatem. All you need is the money and the feed stocks. 

The Cyaan. They would be available if you had the facilities; 
is that correct ? 

Mr. Youatem. Yes 

The Cuatrman. If the feed stock is available. 

Mr. Youatem. That is true, subject to the one factor that Mr. Brown 
mentioned; that is, the availability of butylenes. Most of the Govern- 
ment butadiene is produced from butylene feed stock. Two plants 
operate from butane. Butylenes are used for the purpose of manufac- 
turing aviation gasoline, and are essential for that purpose. There- 
fore, in the early days of World War II, and more recently, shortly 
after Korea, when the demand for aviation gasoline accelerated rap- 
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idly, some of the butylenes were diverted from the rubber program to 
the manufacture of gasoline, and that made it necessary to put the 
alcohol plants back into production. 

Now I think Mr. Brown has failed to read with care the RFC report 
of March 1, because in that report it is recognized in the first place that 
the alcohol plants are probably not salable for the reasons he sug- 
gested and I might say parenthetically that the appraisal I referred to 
earlier did not include those alcohol plants because of our conviction 
that they were not salable and that we would be spending money 
needlessly to have them appraised. But the report does anticipate 
that national defense requires that those plants be maintained. 
Therefore, while the report is opposed to the leasing of any of the 

salable synthetic-rubber facilities, it specifically anticipates that the 
alcohol plants might be leased for the purpose of producing butadiene 
to satisfy shortage requirements. 

The CnarrmMan. Only for the benefit of the military ? 

Mr. Yoratem. No, sir; no, sir. It would be for the benefit of the 
rubber program. 

The Cnarrman. Now wait a minute. I either do not have the facts 
or you do not understand my question. You just said a moment ago 
that there is no question in your mind but what there would be sufli- 
cient capacity built to take care of the petroleum butadiene production 
if and when these pl: ints go into private hands. 

Mr. Youatem. That is right. 

The Cuairman. The only question mark there might well be was 
that if the military came in and said, “We want more of the butylenes 
for the making of aviation gasoline,” then there might be a shortage. 
Therefore, I gather that we ought to, or rather your thinking is that 
we ought to maintain these alcohol plants which cannot compete com- 
mercially with petroleum butadiene, that we ought to keep them in 
some sort of standby condition, ready to go into production if and 
when the military would need more aviation gasoline. 

Mr. Youarem. That is part of my thinking, Senator Capehart. 

The Cratman. Providing, of course, that these alcohol plants 
cannot be leased to some private industry to be operated for the same 
purpose. 

Mr. Brown. My point is that under that security clause, Senator 
Capehart, nobody can lease them. You are leasing a very dangerous 
obligation if you have to lease those under a security clause. 

Mr. Cramatan. Well, I do not know. Iam just thinking out loud 
now. Maybe the Government must continue to operate these alcohol 
plants on a standby basis for a period at least until this so-called cold 
war is over. 

Mr. Brown. I don’t think it is necessary, Senator Capehart, if the 
plants can be leased without the security clause. That is, the obliga- 
tion of the security clause must remain with the Government to pay 
for and not with the tenant. After all, the security clause is in the 
national interest, and to ask a tenant to lease a large plant and main- 
tain it when he can only operate it on a one-third basis is to create a 
commercial situation that nobody is likely to walk into. 

The Cramman, That is why it might be better for the Government 
to operate it. 

Mr. Yonatem. My answer to Mr. Brown on that is that we did not 
attempt to define the terms of any lease that might be made. I would 
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agree with him, it would be my guess, that nobody with any business 
sagacity would undertake to pay a lease rental for those plants, and 
also undertake at his own cost and expense to maintain those plants in 
the standby condition which I believe security considerations demand 
that they be maintained in. But what the terms of any lease might be, 
it seems to me, ought to be left ent irely open and subject to the exercise 
of an informed discretion at the time that the leases are entered into, 
and that there should not be now in legislation either any directive 
as to how the leases should be made, or even any guidelines. 

The Cuarrman. And any expense connected therewith ought to be 
borne by the Defense Department, I presume, rather than any other 
department. 

Mr. Youarem. Well, that’s a problem, too, as to who ought to bear 
the expense. All those things can be solved under the program. 

Senator SpaRKMAN. May I ask this question: Are the plants under 
lease now ? 

Mr. Brown. No, sir. They are owned by the Government and 
operated by, I think, two chemical companies. 

Senator Dovetas. I notice that in the third feature of your proviso 
at the bottom of your memorandum—you say that there should be a 
purchase option at a price— 
not less than the original cost of construction less than recorded depreciation 
thereon up to the time of the sale. 

We were just talking about that. 


Mr. Brown. I was just drawing a floor so that it wouldn’t be said 
that the Government was giving it away. 

It would be our idea to allow them to do certain things with the 
plants that as a private company they would be inclined to do. 

The CHarrman. Thank you very much, Mr. Brown. I presume you 
would like to have your statement made a part of the record. 

Mr. Brown. I would, sir. 

(The statement referred to is as follows:) 


STATEMENT OF LAWRENCE Brown, ASSISTANT TO THE PRESIDENT, PUBLICKER 
INDUSTRIES 
Considerations 

The two alcohol butadiene plants (Kobuta, Pa., and Louisville, Ky.) present 
entirely different problems from all other facilities covered by this bill. Since 
it is evident that butadiene produced from alcohol cannot be competitive in 
synthetic rubber with butadiene from petroleum sources, these plants must be 
considered as— 

(a) Stand-by capacity for butadiene during national emergencies; and 
(b) A possible source of butadiene for nonrubber uses. 

Sinee the plants are to be offered for sale subject to a security clause, there 
is no possibility of obtaining a reasonable price, or possibly any bid at all. Since, 
further, each plant has too great a capacity to warrant future operation on a 
commercial basis, leases should be sought on the basis of the capacity operated 
with provision for the adequate standby maintenance of the rest. 

Suggestion 

To accomplish these objectives it is suggested that— 

1. The 3-year lease limitation be extended to 10 years. 

2. The following additional proviso be added: 

“And provided further, That any such contract shall, to the extent practicable, 
contain among other things (1) provision for the payment of rental by the lessee 
on the basis of the actual production of butadiene during the period of the con- 
tract of lease; (2) provision for the maintenance in good standby condition by 
the lessee of such leased facilities which may be idle at any time during the 
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period of the contract of lease, with appropriate reimbursement to the lessee 
for such cost of maintenance; and (3) an option to the lessee during the period 
of the contract of lease to purchase the leased facilities at a price not less than 
the original cost of construction less the recorded depreciation thereon up to the 
time of sale.” 

The Cuarrman. Gentlemen, we will meet again tomorrow morning 
at 10 o’clock, at which time we will ask Mr. Cravens of RFC to be 
present. I think I would like to state what I hope « aun be our program 
and we will work to it. That is that we meet at 10 o’clock on Wednes- 
day, July 8, to write up this legislation. The House has already 
passed a bill which has been referred to this committee. 

lhe House conception of this legislation they have already passed 
and we now have it before us. I am hopeful that not later than this 
Wedne sday night we can send the transcript to the printer so that the 
hearings can be printed and be available for everybody’s use. 

[ am not certain of this, but for the benefit of the Senators who 
are here, I was hopeful that we could have an executive session tomor- 
row on a number of noncontroversial bills, and also to discuss our 
study of the Import-Export Bank, the International Bank, and some 
other things. Maybe we can finish with Mr. Cravens in an hour or 
an hour and a half and spend a half-hour or more on that tomorrow, 
but we will let you know later. 

The conferees on the controls bill will meet at 2 o’clock today to try 
to reconcile their differences with the House. There will be new con- 
ferees appointed by the Senate shortly after 12 o’clock to meet on the 
housing legislation. 

In that instance, we are going to appoint the same conferees pri- 
marily so that at 2 o’clock when we meet on the controls bill we can 
likewise just stay in session and try to reconcile the housing legisla- 
tion. We will meet at 2 o’clock in the District Committee room, and 
if there is any member of this committee who is not one of the con- 
ferees, we would be delighted to have you attend and give us the 
benefit of your thoughts and ideas on either any agreements that the 
House asks us to make with them, or concessions that they ask us to 
make, or vice versa. 

We die about the middle of July, will hold further hearings on the 
bank holding bill, as soon as we get this rubber bill out of the way. 
We hope to start holding some hearings shortly after July 15 on our 
study, Resolution 25. 

If there is not anything further, we will stand in recess. 

Senator Doveras. Do you want me to dictate this memorandum? 

Senator Bennett. It is just a suggestion in order to save our time 
tomorrow. I think we would get further if Mr. Cravens knows what 
he is to talk about. 

The CrairMan, If there is nothing further, we are through with 
these hearings except to hear Mr. Cravens tomorrow. 

Anybody ‘who wants to file any statements, either supplemental 
statements or new statements, can do so up to 6 o’clock Wednesday. 

(Whereupon, at 11:30 a. m., the committee recessed, to reconvene 
Tuesday, June 30, 1953, at 10 a. m.) 
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WEDNESDAY, JULY 1, 1953 


Unitep Srares SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator John W. Bricker presiding. 

Present: Senators Bricker, Bennett, Bush, Payne, Goldwater, 
Sparkman, and Douglas. 

Senator Bricker. The committee will come to order. 

Mr. Cravens, this meeting this morning was requested by Senator 
Douglas, to discuss with you some of the features of depreciation, and 
depreciation allowances for bookkeeping purposes which the RFC has 
made in regard to the rubber plants that are to be disposed of. 

If you will identify yourself, then Senator Douglas may proceed. 


STATEMENT OF KENTON CRAVENS, ADMINISTRATOR, ACCOM- 
PANIED BY MORTON E. YOHALEM, SPECIAL DEPUTY, PUBLIC 
FACILITIES DISPOSAL, RECONSTRUCTION FINANCE CORPORA- 
TION—Resumed 


Mr. Cravens. I am Kenton Cravens, Administrator of the RFC. 

Senator Dougias. I may say, Mr. Chairman, that I sent Mr. Cra- 
vens, on June 29, « memorandum of 314 pages, outlining in detail 
some of the things | thought we ought to have information on, and 
with your consent, I would like to begin questions on this memoran 
dum. 

I think there is another copy, that the clerk of the committee has, 
so that if you or other members of the committee wish to follow along 
with the questions I intend to ask, you may do so. 

Senator Bricker. You may proceed. 

Senator Doucias. Mr. Cravens, the first general question I wanted 
to ask was about the status of the very large, $351 million, deprecia- 
tion reserve fund, and as a subject head under that, I wanted to in- 
quire how much of this fund was in cash, and how much has been put 
back into the bank. 

Mr. Cravens. Senator, the depreciation reserve is not a funded re- 
serve. It is recorded as expense. 

The cash generated by the depreciation reserve goes into the Corpo- 
ration’s general cash account. It is then reused as working capital, or 
for additional improvements. 

That is a general practice of corporations. It could of course be 
funded and set aside in Government bonds or in a special cash account, 
but it has not been. 

19} 
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Senator Doveras. What has happened then is that these funds have 
been plowed back into the plants? 

Mr. Cravens. Not necessarily. The reserve has generated cash. 
The cash has gone into the Corporation’s account. Some of it has been 
used as working capital; some of it has gone into plant additions; and 
a lot of it has been returned to the Treasury. 

In other words, suppose that you set up a million dollars as a de- 
preciation reserve, which is expense, and an indirect cost of sales. 
When you sell, that generates a million dollars worth of cash. That 
cash goes into the Corporation’s account, and then it is reused either as 
working capital or for other purposes. So you have in effect an in- 
crease in a million in cash, and a decrease of a million that you are 

carrying your plants for. 

Senator Doueias. Well, the money that has gone into the Treasury 
is nonrecoverable by the RFC? 

Mr. Cravens. I me just stating the possible use of that cash. 

Senator Dovaias. I do not want to know merely the possibilities, 
but what actually happened to the cash. 

Mr. Cravens. Actually what happened is that, on one hand, you re- 
duce the carrying value of the plants and, on the other hand, you 
increase your inventories and cash and what have you, so that the 
$351 million reserve has generated $351 million in cash. 

Senator Doveras. Where is that cash now ? 

Mr. Cravens. It is either in working capital or has been returned 
to the Treasury. There are $250 million of losses, of course, that cash 
has covered, and then in the produc tion funds of the RFC there is cer- 
tain excess cash—in rubber and tin—which is temporarily used for 
loans and investments to re-create income. 

Senator Doveras Do you have any record of how much of this 
money has been put in to keep up plants? 

Mr. Cravens. Oh, yes. Before I do that, I think maybe we should 
talk a little bit about the Corporations’ depreciation reserve policy. 

In 1946 the Corporation, as a peacetime operation, initiated its pres- 
ent depreciation policy. 

Senator Dovaeas. So it has been in the last 7 years that this $350 
million has been accumulated ? 

Mr. Cravens. I do not think the total amount was in that period. 
Was there any before that, Mr. Yohalem ? 

Mr. Youavem. Yes, that $350 million, Senator Douglas, represents 
the total depreciation since the plants went into service; but prior to 
1946, the accounts were kept differently and the income account was 
kept differently, and for that reason we started our, shall I say, peace- 
time accounting, from January 1, 1946. 

Senator Doveras. How much did you take in in the period prior to 
1946? 

Mr. Youarem. I cannot give you that figure offhand, sir. 

Senator Doveras. Do you have an estimate as to how much of this 
money has been put back into plants? 

Mr. Cravens. I am going to get to that, but I did want to mention 
the fact that the peac etime pe uttern, as we will call it—that is the reason 
I went to 1946—was based upon the opinions and experiences of 3 

rather divergent industries—that is the experiences of the managers 
of our plants who represent the rubber, petroleum, and chemical in- 
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dustries, and it is my personal opinion that this resulted in a very ex- 
cessively rapid depreciation. 

I think I should say that, if the Government continues to carry 
these plants, that depreciation schedule would have to be revised, and 
I think possibly we would quite properly write up these facilities to 
somewhere near their fair value. 

I think I would like to put in the record right here what is almost 
1 restatement of the comment of the chairman, Senator Capehart, 
hat the book value is a rather meaningless figure, because it is only 
he unamortized cost of the plants, and in no way reflects the true 
value. 

In every plant—for example, in these plants and in almost. every 
business, you have many, many items of equipment that are fully 
amortized and yet have a let of value and usefulness. 

But, going back to what we put in; since 1946, additional capital 
outlays have been $62 million, or in excess of that, and the maintenance 
figures for those years totaled $107,400,000. So, the cash expended 
in one place or another, that is $169 million or almost $170 million, 
has gone into the maintenance of these plants, and additional capital 
outlay Ss. 

Senator Doveras. And maintenance of plants was not charged to 
operating expense ? 

Mr. Cravens. All of the maintenance is charged to operating ex- 
pense. The expenses that are capitalized and not charged to operat- 
ing initially are the ec apite il outlays, $62 million, and then they are 
subsequently depreciated. 

The maintenance char ges are char ge “l to oper: ating e xpenses at the 
time they are expended. 

Senator Dovanas. For instance, sweepers—people who sweep out 
the plants? 

Mr. CRAVEN, I am talking about maintaining the equipment. The 
sweeper or somebody maintaining the plant would not be mainten- 
ance in that eanhats 

Senator Bricker. The line between maintenance and replacement 
is a very narrow line anyway, and is often a judgment of one who 1s 
ke eping the books of whether or not it should be ch irged to deprecia- 
tion or maintenance, is that not it? 

Mr. Cravens. In industry you charge everything to maintenance. 

Senator Bricker. That is true. 

This improvement that you were talking about out of capital, was 
that carried as an offset against your reserves / 

Mr. Cravens. No; it was added right to capital investment, and 
subsequently dicichedieid. 

I think it was depreciated down to $40 million. 

Senator Bricker. Was that replacement of wornout parts? 

Mr. Youatem. I think part of it was for replacement of wornout 
parts. I think the greater part of it was for the purpose of modern- 
izing process, as, for example, the installation of facilities necessary 
to manufacture cold rubber. 

That is a very sizable block of capital. 

Senator Bricker. That was really a new process ? 

Mr. Youarem. That is correct, a new process, and new construction 
had to be undertaken. 
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Senator Bricker. It would be in the nature of plant expansion 
then ¢ 

Mr. Youatem. There was plant expansion in the sense that when 

the plants were originally designed there were cert: ain bottlenecks. 
That is you might have two units with a capacity of 10,000 tons a year 
fowing through a unit of lesser capacity. Those bottlenecks have 
heen removed so as to increase the capacity of the plants. Those ex- 
penses, as I under it—but I was not there when it happened—those 
expenses were capitalized. 

Senator Bricker. And charged against your depreciation funds? 

Mr. Youirem. No, sir, they were not charged against depreciation. 

Senator Bricker. They were new capital ? 

Mr. YOHALEM, That is right. 

Senator Bennetr. Instead of diminishing the depreciation funds 
they allowed the two funds to rise parallel ¢ 

Mr. Cravens. That is right. 

In an attempt to trace down the nature of the capital additions or 
how the cash was generated for either capital investment—— 

Senator Bricker. Were there any additions to the plants or repair 
of the plants charged against this depreciation fund of $360 million? 

Mr. Youarem. No. 

Mr. Cravens. The fund is an evaluation reserve. The $350 million 
is just istested from plant original cost, and the facilities carried for 
the balance, so that there is not any fund, per se, to charge anything to. 

Senator Payne. I think what the Senator was getting as was: Were 
there any replacements that took place during this period of time in 
which they were originally capitalized against which depreciation was 
charged. Replacements that were made, and new equipment brought 
in in place of the then existing equipment, which had some deprecia- 
tion against it. 

If so, was that then the difference between the salvage value of the 
equipment which was replaced, the salvage value and the amount of 
depreciation taken into account in reducing the depreciation ? 

Mr. Cravens. That would be about correct, except it would be the 
difference between the new addition and the value that was carried 
on the books for the old item at the time. The new addition would 
then be placed into the capital account, and then subsquently 
depreciated. 

Senator Bricker. That is what I wanted to know. 

What was the amount of that? Thit was my question. 

Mr. Yoratem. I think it would be a colossal task to try to re- 
construct those accounts. 

Mr. Cravens. I would not know from the general books of the 
corporation. 

Senator Bricker. That is a very essential feature in knowing just 
the meaning. You cannot interpret this reserve account unless you 
have that figure. 

Mr. Cravens. Keep in mind that these plants are all audited by 
independent, well-established accountants, not the Government, and 
that the very soundest of accounting practices have been followed. 

If you put $62 million, for example, in plant additions, that would 
be a net amount. So, I think you can say with every degree of con- 
fidence, that the plant carrying figure is the original amount, plus the 
net additions, less the depreciation. And again, I say that the residue 
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figure is meaningless, because what the unamortized cost of a plant is 
does not have any relation to its value. 

Senator Bricker. I agree with you that for the purposes of this 
sale, those figures are relatively unimportant. I was really trying 
to bring this out to show that it may be undue emphasis has been 
put upon a book figure of depreciation. 

Mr. Cravens. I quite agree. I think the facilities are older, but, 
inmy humble opinion, a Jot better. 

Senator Dove.as. That brings up the next point I wanted to raise: 

Have you been able to make an inspection of the plants, Mr. 
Cravens? 

Mr. Cravens. I have not. 

Mr. Yohalem has, however. 

Senator Doveias. What is the general opinion of the Corporation 
concerning the physical condition of these plants now—whether 
or not they are falling behind in new improvements and processes? 

In other words, are they technologically obsolete or up-to-date, or 
what is the physical condition of machinery and plants? 

Mr. Cravens. I am going to have Mr. Yohalem address himself to 
that, but I may say first, I made a particular point of having 2 or 
3 of my friends who are experts in the field—1 of the best names, 
I think, in the petroleum business—look at these plants, and they told 
me they thought they were most modern in every respect. 

I think Mr. Yohalem has been very close to this situation for 
the year. 

Mr. Youatem. I am not an engineer, but I am an attorney. I 
have not seen all of the plants, but I have seen most of them. I have 
spoken to a great many people about the plants, and I have no hesi- 
tancy in saying that they certainly have a reputation for having them 
very well maintained, maintained to the highest ordinary standards 
of maintenance and, so far as I know, they are not obsolete in any 
major sense. 

Now, there are certain problems in these plants. For example, 
the plant at Institute, W. Va., is a very large plant with a capacity 
of 122,000 long tons of rubber. It is the largest plant we have. It 
has not been converted to the manufacture of cold rubber, and in 
that sense it is not a wholly modern plant. 

But, by and large, there is no basis that I know of for character- 
izing these plants as in any sense obsolete. 

They have been converted for the most part to embody all of the 
most modern proven practices in this business. 

Now, of course, if the plants were to be built today, they would 
not. be built to identical specifications, but, that is so in regard to 
any industrial construction. You never do tomorrow what you did 
yesterday. So, again, it is a matter of judgment and rule of reason, 
and looking at these plants, examining these plants, and listening to 
the comment about them, there simply is no basis for characterizing 
them as obsolete in any major sense at all. 

Senator Doveras. I do not want to ask either of you to comment 
upon the remarks of Members of Congress, but I read the House 
debates, and there were statements made which indicated that these 
plants were wearing out pretty rapidly, and that they would become 
obsolete in a few years. These statements alarmed me. 
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Mr. Cravens. We are grateful to you for bringing this out, because 
we were worried about those statements, too. 

Senator Bricker. Those statements do not accord to the facts ? 

Mr. Cravens. Not in our opinion, sir. 

Senator Dove.as. In other words, you think these plants are rela- 
tively up to date, in good physical condition? 

Mr. Cravens. That is our opinion, on the overall. Mr. Yohalem 
has brought out one of the particular problems, at Institute, but 
overall, I reemphasize, I think so, very definitely. 

Senator Dovueias. I am very glad to get your reassurance on this 
point, because frankly after I read the House debates I was very fright- 
ened about the situation. 

Mr. Cravens. To me, when you spend $170 million over a short 
period of time as we have, on maintenance and additions, it is pretty 
good evidence that you are trying to keep your plant in good shape. 

Senator Dovetas. Is it your feeling that, if anything, the rubber 
operations have provided for overdepreciation, rather than under- 
depreciation ¢ 

Mr. Cravens. I have so stated. I think the depreciation that has 
been charged has been excessive. 

Senator Bennerr. Mr. Cravens, in an industry as new as this, with 
so short an experience, is it not prudent to overdepreciate, rather than 
underdepreciate, because the whole concept of the process may be 
aaeek overnight. 

Mr. Cravens. By all means, it is prudent, and, of course, undoubt- 
edly what errors in executive depreciation schedules were made were 
properly made. That would be prudent management, either Govern- 
ment or private. 

Senator Bennett. You would not have to take the corporation 
profits into consideration. You were not under pressure to hold down 
depreciation rates in order to increase the taxes, as most commercial 
plant are. You are fortunate to be able to depreciate at arate which 
might represent protection against the possibility that there would bea 
complete revolution in the process by a new discovery or idea. 

Mr. Cravens. That is correct. In other words, the real factor here 
is one of obsolescence. Actually no plant when properly maintained, 
ever fully depreciates, because if it is properly maintained it always 
has value, unless you have a very drastic cbsolescence factor, and 
we do not see where there is any real obsolescence factor in the imme- 
diate foreseeable future. 

Senator Bennerr. How many more plants do you have like Insti- 
tute that do not have the cold-rubber conversion ? 

Mr. Youatem. I think most of the other plants are equipped for 
the manufacture of cold rubber. 

There are three smaller plants to consider. Most of the plants were 
built as standard plants. There are, however, three smaller plants 
that were not built to standard specifications, and in some respects 
they are perhaps more obsolescent than the standard plants. 

Senator Bricker. That is due to the change in the process of the 
art? 

Mr. Youaren. Not so much that, Senator Bricker, as that these 
plants were built with smaller capacities which were not the most 
efficient capacities. They were built before design had become sta- 
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bilized and standardized. They were built in more or less disadvan- 
tageous locations so that there was no room for expansion or modi- 
fication. 

Senator Bricker. Are those the early plants? 

Mr. Youaren. Yes. I am referring to the 3 relatively small 
plants—we have to say “relatively small”—at Naugatuck, Conn., and 
the 2 plants at Akron. 

So, I do not want to be understood to say there is no obsolescence 
here. I just want to make the point that it is not a serious problem. 

Senator Dovatas. Well, so far as I am concerned, that finishes my 
first group of questions. 

I would like to pass, if I may, Mr. Chairman, to the second group, 
which was the probable effect of disposal upon the price of rubber. 

I noticed in a footnote in the March report of Mr. McDonald, a 
quotation from a rubber journal which apparently represents the 
Malayan rubber interests, in which it is estimated that the sale of 
these plants to private parties would result in increasing the price 
of rubber to 30 cents a pound, which, as I understand, would be an 
increase of 7 cents per pound over the present figure. 

The reasoning behind this quotation was not given, and I was 
curious about it. I do not have the pamphlet with me, and I do 
not know what page it is on. I think it is footnote 10 or 11. 

Senator Payne. Mr. Chairman, I think it is only fair to observe— 
not to answer the question—that the minute these plants go into pri- 
vate ownership that there are naturally going to be factors involved 
that private industry is going to have to meet in the way of certain 
increased costs of operation. In taxes, in a possible change of formula 
on depreciation that might come about as a result of the history built 
up on the present operation. All of which might make a difference 
in the manufacturing costs on the overall picture, and would be a 
change from what the Government under Government operation 
might be able to do, as against private ownership. 

Senator Doveras. May I say to my good friend from my former 
State of Maine, that I am well aware that there may be many reasons 
for this, but I was curious as to whether the assumed fact was in the 
judgment of the Administrator going to be true. 

Mr. Cravens. I think I will have Mr. Yohalen answer that ques- 
tion, or at least give you his opinion, and then I will supplement it 
with anything you wish from me. 

Mr. YouatrM. This is obviously something that lies in the realm 
of speculation. My own personal judgment, for what it is worth, is 
that there will be some increase in the price of rubber. That judg- 
ment is not universally held. I would not want to say that I subscribe 
to the judgment of the Natural Rubber Bureau, that the price of rub- 
ber will go to 30 cents. I do not know where it will go. I assume 
there must necessarily be an element of wishful thinking in a publica- 
tion of that sort, and I do not say that to impugn the integrity of the 
person who derived that price. 

It would be a pretty hazardous thing to guess what the price of 
rubber will be. 

Mr. Thomas, testifying here. said he thought it might range between 
20 and 26 cents. My own uninformed, in a sense, judgment is that 
96 cents is a pretty good figure, about which the price might gyrate 
within limits of some pennies. 
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Senator Doucras. The present figure is 23 cents ! 

Mr. Youatem. Yes, sir. 

Senator Doveras. So, that would be a 3-percent increase or approxi- 
mately a 13-percent rise, if that were true. 

Mr. Yonatem. That is right, Senator Douglas. 

Now, I want to say this, that I am only talking of the short pull. 
I do not. know what may happen over the years. I would assume 
that with technological advances, spurred by competition, price might 
come down again. 

I think it is also worthwhile just to comment briefly on this. The 
Government’s selling price of butyl rubber is 2034 cents a pound, which 
is lower, absolutely, as compared with GR-S than the Government 
production cost of butyl, although butyl is cheaper to produce than 
GR-S. 

So, it is a possibility that the price of butyl may advance, percent- 
agewise, more than the price of GR-S 

Senator Doueias. I am curious as to why you think prices are going 
to increase. 

Mr. Youarem. One reason why I think prices will increase is this: 
Butylene is the principal oe of rubber. In computing the 
Government's cost of rubber, the one is taken in at the cost of 
production. Under any aed plan, I think it is inevitable that 
the manufacturers of butylene are going to expect to make a profit, and 
therefore butylene costs are going to be higher under private owner- 
ship, just 5 occu that isolated factor. 

Senator Doveras. In other words, the splitting of the integrated 
process of fasion and rub ws will result in a markup of butylene ? 

Mr. Youatem. Precisely se 

Then, in addition, there are costs, as Senator Payne pointed out, 
that will be incurred by private industry, that the Government does 





not have. 
Also, as the RFC report points out, under private ownership there 
will have to be an end to the integrated management and scheduling 


of production which we now have throughout this operation, so that 
certain efficiencies are bound to be lost. 

Now, there may be compensating gains, and one cannot say, within 
narrow limits. 

Senator Dove.as. Have you been able to make an estimate as to 
what the probable local taxes would be, the increased local taxes ? 

Mr. Youatem. Senator Douglas, these plants are all subject to 
local taxation, just as if they were in private hands, 

Senator Doueras. So, they pay local taxes? 

Mr. Yonatem. Yes. They do not pay personal-property taxes. 

Senator Dovctas. Real-property taxes? 

Mr. Yoraem. Real-property taxes, school taxes, water taxes, and 
all the normal local taxes. 

Senator Doueias. So that the criticism that is sometimes directed 
against public power projec ts does not apply here. 

Mr. Youatem. That is right. 

Senator Bricker. Is that at the regular property-tax rate, or is 
that in lieu of taxes? 

Mr. Youarrm. It is the regular property-tax rate, and it has been 
speculated upon by some that perhaps under private ownership those 
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taxes might be lower. That is, the private owners might feel some- 
what less inhibited about quarreling with local authorities. 

Senator Dovenas. This is a reversal of the usual argument. The 
usualy argument is that in public ownership they get less taxes. Now, 
you say they pay more taxes in public ownership, and less taxes in 
private ownership. I feel like I am living in a topsy-turvy land. 

Mr. Youatem. I am only repeating gossip on that. I have no per- 
sonal knowledge. 

Mr. Bricker. It would only be the uniform application of the rate. 

Senator Gotpwater. Mr, Chairman, I would like to get back to the 
question that Senator Bricker asked: Are you certain that these prop- 
erty taxes are in-lieu amounts? I cannot recall any municipality tax 
on Government property. My experience with Government property 
is that they pay in-lieu amounts. Are you certain that they pay a going 
tax rate, based upon valuation ¢ 

Mr. Yonatem. Of that I am certain. Whether it takes the form 
precisely of a tax bill or not, 1 do not know. I think it does, as a matter 
of fact. 

Senator Dovenas. You have a rough operating account in one of the 
appendixes. I do not know whether taxes are listed as an out lay there 
or not. 

Mr. Youa.tem. I do not remember, myself, whether that is in there. 
No, it is not broken down separately. 

Senator Doueias. I know you are working under some pressure 
down there, but if you could put in the record the amount of local 
and State taxes paid, I think it would make the debate more meaning- 
ful. The answer could perhaps deal with some of the questions we 
have been asking. 

Mr. Youauem. I am told it was between $2,300,000, and $2,500,000 
a year. 

If you want the amounts by years, we can get them for you. 

Senator Dovetas. I think that is sufficient. Thank you. 

Senator Bricker. What is the difference between the distinction 
of real and personal property taxes ¢ 

Mr. Cravens. I do not know. Senator Bricker. Only, in going 
through the audits and the books, I found that it is the one tax that 
has not been paid. 

Senator Bricker. The personal property tax? 

Mr. Cravens. Yes. 

I would like to mention, however, that we are paying quite a sub 
stantial amount of fees in the operation of these plants that might 
offset what those personal propery taxes might be. 

Senator Bricker. What is the nature of that? 

Mr. Cravens. Management fees. 

Senator Dovetas. I noticed in a footnote that the total number of 
fees paid to the operating companies to the end of 1952, has been 
approximately $127 million. Am I correct? 

Mr. Yoratem. That is approximately correct, Senator. 

Senator Bennetr. Those are not fees paid for management. Those 
are fees paid to reimburse the management for its expenses in hiring 
people to do the work. 

Mr. Yorarem. No, Senator. The amount I referred to is over and 
above the full reimbursement of all of their costs. It is comparable, 
in a sense, to profit. 
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That does not include, either, the payments made for royalties, be- 
cause some of these operators have royalty rights on certain aspects 
of the process. 

Senator Bennerr. I would like to go back to the personal property 
tax. In my State, the phrase “personal property,” as distinguished 
from “real property,” covers the improvements on a piece of real 
estate. Do you just pay taxes on the bare real estate, and not taxes 
on all of the investments in the plants ? 

Mr. Youatem. No, that is not so. One reason it is not so is that in 
Texas there is no distinction between the two, and the great bulk of 
the investment is in Texas. 

To clear up the question of why we pay real estate taxes, it is be- 
cause section 8 of the Reconstruction Finance Act so provides. 

Senator Bennett. I am puzzled as to your distinction between real 
and personal property. Do you pay the full ad valorem tax that is 
assessed by the local tax authorities on the same basis as any other 
manufacturing operation ? 

Mr. Youatem. I think my answer would be, by and large, “Yes.” 

Senator Bennett. Then, you do not escape any personal property 
taxes / 

Mr. Yonarem. I do not know to what extent. I do not think it is 
a major relief. 

Mr. Cravens. Except, I might add, that machinery and equipment— 
and that is largely what the plants are—are not generally in the 
appraised value of real estate and the improvements thereon. In 
other words, the building and the real estate constitute the valuation 
for real-estate-tax purposes, but its contents do not. 

Senator Bennert. Do we understand, then, that you do not pay any 
tax on the contents in some States? 

Mr. Cravens. I would say that the machinery per se, the equipment 
per se, would not be in any real-estate valuation. 

Senator Bennerr. Then the owners would probably have to pay 
taxes on their equipment and machinery ? 

Mr. Cravens. Mr. Yohalem doesn’t agree with me, but in my ex- 
perience that is true. 

Senator Dovauas. In the State of Texas there is no distinction ? 

Mr. Youarem. That is my understanding. 

Senator Dovenas. Certainly, in that State taxes are paid on ma- 
chinery as well as buildings. 

Senator Bennerr. I do not know any State where the equipment is 
allowed to go untaxed, when the building and the real estate under 
it are taxed. 

Mr. Youarem. You do get into a nice question, for this reason, that 
fixtures, or at least equipment fixed to the land and integral with 
the—— 

Senator Bennett. I recognize that there is a distinction of defini- 
tion there, but certainly there is no distinction in the application 
of the tax rates, in States in which I have had experience. 

Senator Bricker. There are some States that consider machinery 
which are bolted to the floor as a part of the real estate. Others 
ao not. 

Mr. Yonarem. And most of this machinery is that kind of 
machinery. 

Senator Bennetr. Do they have different tax rates? 
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Senator Bricker. Yes; one is taxed as personal property in some 
States, and the other is taxed as real property. The RFC Act only 
permits the paying of real-estate taxes an does not permit of paying 
of personal-property taxes. 

Senator Dovetas. I wonder if the RFC would prepare a brief state- 
ment on this tax question to clear this up. 

Mr. Cravens. We would be glad to. 

Senator Gotpwater. Mr. Chairman, could I ask in connection with 
this discussion that section 8 of the RFC Act, as amended, be incorpo- 
rated in that memorandum. 

Senator Bricker. That is the one I referred to. 

Yes, without objection, it will be so incorporated. Section 8 of the 
RFC Act, as amended, February 1952. 

(The information requested follows :) 


MEMORANDUM 


JuLy 1, 1953. 

This memorandum is submitted for the purpose of clarification of the testi- 
mony given before the Senate Banking and Currency Committee this morning 
concerning the degree to which tax burden borne by the synthetic rubber program 
is comparable with the burden which would be borne were the synthetic-rubber 
facilities in private ownership. 

The record is already clear that there is no State or Federal income tax under 
Government operation. 

The tax obligation of the synthetic-rubber program as conducted by the RFC 
is covered by section 8 of the Reconstruction Finance Corporation Act (47 Stat, 
5), as amended, which provides in relevant part as follows: 

“Sec. 8 The Corporation, including its franchise, capital, reserves, and sur- 
plus, and its income shall be exempt from all taxation now or hereafter imposed 
by the United States, by any Territory, dependency, or possession thereof, or 
by any State, county, municipality, or local taxing authority, except that any real 
property of the Corporation shall be subject to State, Territorial, county, munici- 
pal, or local taxation to the same extent according to its value as other real 
property is taxed. The exemptions provided for in the preceding sentence with 
respect to taxation (which shall, for all purposes, be deemed to include sales, 
use, storage, and purchase taxes) shall be construed to be applicable not only 
with respect to the Corporation but also with respect to any other public corpo- 
ration which is now or which may be hereafter wholly financed and wholly man- 
aged by the Corporation. Such exemptions shall also be construed to be 
applicable to loans made, and personal property owned by the Corporation or 
such other corporations, but such exemptions shall not be contrued to be 
applicable in any State to any buildings which are considered by the laws of such 
State to be personal property for taxation purposes * * *.” 

In accordance with this statutory mandate, local taxes and assessments (in- 
cluding taxes of school districts, water districts, sewerage districts, ete.) paid 
by the Corporation. In this connection, it may be noted that as a matter of 
internal procedure, prior to payment of tax bills, the Corporation requires that 
its local agency managers certify to the head office that the valuation of the 
Government-owned property for tax purposes is consistent with valuations of 
comparable properties in the taxing area and that the tax levy has been computed 
in accordance with the tax law as generally applied. On the other hand, the 
Corporation is relieved by section 8 of personal property taxes and other levies, 
such as transportation tax, use tax, sales tax, purchase tax, storage tax, etc. 
There is no basis upon which one could, within a reasonably short period of 
time, estimate the dollar amount which the Corporation would have had to have 
paid, save for the exemption provided by the statute. 

It should be noted, however, that the tax exemption afforded to the Corpora- 
tion does not extend to any buildings “which are considered by the laws of such 
State to be personal property for taxation purposes.” 

We do not have readily available the data from which we could readily inform 
you of the amount of property which might be taxable as personal property save 
for the exemption of section 8. It should be noted in passing, however, that the 
great bulk of the property in the synthetic-rubber program consists of large 
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installations and structures more commonly conceived of, and taxable as, real 
property, and, comparatively speaking, the amount of tools, automotive equip- 
ment, and light machinery not affixed to the land is small. In this connection, 
it might also be mentioned that in Pennsylvania, where there is a substantial 
installation in the synthetic-rubber program, it has been determined that equip- 
ment reasonably incident to the operation of a plant was not taxable as personal 
property. 

The difficulty of hazarding even a broad estimate of the extent of potential 
personal-property taxes which might be assessed against these properties in pri- 
vate ownership is complicated further by the circumstance that the properties 
are located in eight States, the laws of each of which would have to be closely 
examined in order to determine the rates and applicability of such taxes. 

In the light of the foregoing, it would seem clear that private ownership of the 
synthetic-rubber facilities would entail additional tax costs. In the context in 
which this question has arisen, namely, the prospective price of synthetic rubber 
under private ownership of the facilities as compared with the present Govern- 
ment operation, we would say that this would be only one of a number of 
variables and in all likelihood not as material a factor as many others, some of 
which are the subject of the testimony which has been given. 


Morton E. YOHALEM. 

Senator Doveias. Mr. Cravens, I thought you said you might make 
a comment on this question of whether or not we might anticipate a 
price increase after Mr. Yohalem made his comments. 

Mr. Cravens. I think I agree with Mr. Yohalem as to the probable 
increase in price for a temporary period. The only possible departure 
I would make is on how long that period would be. I think the 
pressure of competition and technological improvements, and other 
factors that come into being will stabilize the price very soon. In 
other words, I put it this way: I am more optimistic, pricewise, and 
within a relatively short period —— 

Senator Doveras. The immediate effect will be an increase? 

Mr. Cravens. I think there is no question but that the immediate 
effect will cause an increase. There is a changeover, and you lose so 
much efficiency, and start with new owners and new operators so that 
you can’t help but have a price increase, especially with respect to the 
butadiene situation. 

Senator Dovenas. Do you agree that putting the butadiene proc- 
esses under separate ownership will lead to additional markups in 
excess of the fees which the operators have received from the RFC? 

Mr. Cravens. I don’t know. You heve got a lot of room to work 
in where you add the fees to the current operating profits. That is 
the reason that I feel so strongly that any price increases will be most 
temporary. 

Senator Doveias. What is the general ratio of fees? Is it per- 
centage of gross product or flat fee, or is it a fee based upon efficiency, 
or what is the nature of that? 

Mr. Cravens. I do not know. Do you know, Mr. Yohalem? 

Mr. Youarem. I believe in all instances the fees are a flat amount 
per pound of product. 

Senator Doveras. How much per pound ? 

Mr. Yonarem. I can’t answer that offhand. It varies for buta- 
diene and for rubber. 

Senator Bricker. If the Senator will yield for a moment, this is 
a field wherein the spur of competition does offer great possibilities 
for a reduction in cost, per unit of production. 

Mr. Cravens. I think so, Senator. 
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Senator Bricker. It seems that here is a great possibility of im- 
proved processes, maybe a change of formula or something of that 
kind. That might give a spur to increased production, and of course 
if you get increased production out of the same units you will have 
decreased costs. 

Senator Doveias. Do you have any estimate as to the amount of 
rubber which i is purchas ed by the Government ? 

Mr. Youatem. The Government does not purchase raw rubber di- 
rectly. It purchases rubber products. 

Senator Dovucuas. I was trying to get a rough estimate. If the 
price of rubber went up 3 cents a pound immediately, how would that 
be translated into defense expenditures ¢ 

Mr. Yonatem. I had done some computations on that, and assuming 
the price of synthetic were to go up 3 cents a pound, and the price of 
natural went up with it by the same amount, then that would add 
approximately $6 million to defense expenditures, which, of course 

Senator Dougras. It is the magnificent record in producing syn- 
thetic rubber at low cost which has acted as a brake upon Malayan 
rubber prices; is that not true? 

Mr. Youatem. There is no question about that, none at all. 

Senator Doveras. And, if the cost of synthetic goes up, the Malayan 
rubber cartel will in all probability raise their pr ices, too. 

Mr. Youarem. I think that is true, Senator, so long as the supply- 
demand situation is as it is. If rubber should become in very ample 
supply, then you might not have the same parallelism, but there is 
no prospect that rubber will become so plentiful as to allow the syn 
thetic and natural rubber prices to move too far away from each other, 

Senator Bricker. How much would the increase in Federal taxes 
be in regard to this? 

Mr. Youatem. That would be pure speculation, Senator, and in 
that connection you must recognize that in this fiscal year the Gov- 
ernment is earning $62 million, which it would never earn if the 
plants were in private ownership. So what you have got to try to 
do is relate that amount to what will be collected, taxwise, and I 
think it is almost a fruitless speculation. 

Senator Bricker. Only experience would give us that answer, 

Mr. Youarem. I think that is right. 

Senator Dovanas. You cannot find out afterward, because the profits 
of these companies on these plants will be merged with their general 
accounts, and then will ramify out through the income distribution, 
or dividends distribution, so that it will be almost impossible to trace. 

If the chairman will permit me, I would like - turn now, if I may, 
to the third general question which I raised in my memorandum, 
under the general heading of “Who are likely te be the buyers of 
the vast majority of plants?” 

The fundamental question I wanted to raise was whether they are 
likely to be the present operators, or is it likely that new companies 
will be induced to come in and bid, and make successful bids. 

Mr. Cravens. I will ask Mr. Yohalem to address himself on the 
first part of those, and then I will pick up on the balance. 

Mr. Yonarem. I think that by and large, Senator Douglas, the 
present operators are the most likely purchasers for most of the 
plants. On the other hand, I do believe that some of the plants 
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will attract new, outside interests, and that in respect to those plants 
there will be some competition for purchase. 

Senator Doveias. As I understand the situation, 2 of these plants 
are operated by Firestone, 2 by Goodrich, 2 by Goodyear, 2 by United 
States Rubber, 1 by General, 1 by a federation of companies, and 
then 3 by aston at smaller companies. 

Mr. Youatem. That is not quite right. In addition to the 9 plants 
operated by the Big Five, so to speak, 2 are operated by 2 separate 

Senator Doveias. Four—— 

Mr. Youatem. There are 2 operated by 2 separate federations: 
1 by the Kentucky Synthetic Rubber Corp., which is a federation of 
nontire rubber companies; and 1 by Copolymer Corp., which is a 
federation of 8 smaller tire companies. Then the copolymer plant 
on the west coast is also jointly operated, with the dominant interest 
there held by the Minnesota Mining & Manufacturing Co. That 
accounts for 12 plants. The 18th is operated by Phillips Petroleum 
Co., which also operates a butadiene plant. 

Senator Bricker. In an integrated manufacturing process. 

Mr. Youatem. In this sense, that the butadiene plant is on one 
side of the road, and the copolymer on the other. 

Senator Dovenas. Has any appreciable interest on acquisition been 
shown today by the nonoperators of the copolymer plants? 

Mr. Yonuatem. I would say there has not been a great deal of inter- 
est in those plants, but, as you are aware, Mr. Johnson testified on 
behalf of his own corporation and four others, as to their interest 
in acquiring a copolymer plant. 

Senator Doveras. Is that the only bite, so to speak, that you have 
had, or is that showing your hand a little bit too much ? 

Mr. Youatem. Senator, that gets one into a rather delicate prob- 
lem. I think in fairness I would say if you want to distinguish be- 
tween bite and nibble, that is the only bite; and I wouldn’t want to 
leave the impression that there have been a great many nibbles. 

Senator Doveras. In other words, there may have been some 
nibbles which you hope will turn into strong bites. 

Mr. Yonatem. Yes, but I trust you are aware in this problem that 
I would no more want to leave the impression with the committee 
that there is a vast horde of prospective bidders for these plants than 
I would want to leave the impression with prospective bidders that 
there is no competition whatsoever. So I should not like to have te 
too precisely define how much interest there is in any of the facilities. 

Senator Doveias. Now, may we turn to the butadiene plants, and 
take up the petroleum- -butadiene — 

I notice that there they seem to be operated by the big oil companies. 
I believe 4 or 5 of the big oil companies operate them directly, and 1 
is operated by a company which, which I trace through its corporate 
relationships, seems to be owned by 4 more—Atlantic, Gulf, and 2 
others that I have forgotten. 

Do you think that outside oil companies will come in ? 

Mr. Youarem. Subject to what I said a moment ago, without too 
precisely disclosing the situation, I would say that I think there is 
some interest by nonoperators in some of the butadiene plants, and I 
would like to leave it there, if I may. 

Senator Doveias. Some interests. 

Mr. Youatem. That is correct. 
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Senator Dovugias. You do not sound as if there is a terrific gale 
blowing of interests. 

Mr. Youatem. I would not want to leave that impression, sir. 

Senator Dove tas. Now take the alcohol butadiene plants, about 
which the representative from Philadelphia testified. He implied 
that the cost of production of alcohol butadiene was so high that in 
practice, if the process were disassociated, it would be very difficult 
to get private business. Now, would this be betraying your hand ? 

Mr. Youatem. No, sir; I fully subscribe to that view. I don’t think 
there is any possibility at all under present circumstances of selling 
those plants. I would go so far as to say that I am very doubtful 
that the plants could be leased on a basis which would result in much 
of a return to the Government. Those plants are simply not capable 
of producing butadiene in price competition with the petroleum ate. 

Senator Dove nas. In other words, their value is for a period of war 
emergency when the petroleum supply may be short. 

Mr. Youatem. Yes; or more particularly when there is no danger 
of shortage of petroleam—— 

Senator Dovucias. Wait a minute, no shortage in peacetime, but in 
wartime there certainly would be a shortage. 

Mr. Youarem. I just wanted to stress that the shortage was not so 
much one of petroleum as such, but of butylene which may be in short 
supply in time of emergency. Until a great deal more butadiene 
capacity, based upon petroleum, whether butylene or butane, has been 
constructed, I think national defense considerations compel the Gov- 
ernment to maintain these plants in first-class operating order at no 
matter what the cost. 

Senator Bricker. Butylene production has always been in private 
hands, has it not? 

Mr. Youatem. Yes, the refiners of crude petroleum. 

Senator Bricker. The Government did not enter into that process 
at all, even during the war. 

Mr. Youatem. That is not quite so, because we have two plants 
which produced butylene from butane. It is simply an additional 
step in the process of making butadiene. 

Senator Bricker. There has been no chance of converting these al- 
cohol plants. 

Mr. Yonatem. No; it isa different process. 

Senator Dovetas. I believe we have a styrene plant. which is used 
to make GR-S rubber. Is there interest aside from the one operator 
in the styrene plant? 

Mr. Youatem. Yes; I have every reason to believe that plant will be 
the subject of substantial competitive interest. Now, I want to make 
myself clear that in talking in this context, if one talks about 3 or 4 
bidders, that is substantial competitive interest. 

Senator Doverias. Now, what about the butyl plants? 

Mr. Youatem. The butyl plants present a somewhat different pic- 
ture than we have talked about before. There is a great deal of outside 
interest in the production of butyl rubber, and there is, I think, a great 
deal of confidence that the butyl capacity of the country will be 
expanded. 

Senator Doveras. Am I correct in inferring from what T seem to 
read between the lines in Mr. McDonald’s report, that. butyl is superior 


35425—53———_14 








206 DISPOSAL OF RUBBER PLANTS 
for inner tubes and other purposes to natural rubber, and that its 
production costs are also low / 

Mr. Youartem. That is quite « — 

Senator Doveras. In other words, here you have a product which is 
superior in quality to natural rubber, and the costs are extremely low. 

Mr. Youatem. That is correct. 

Now, in addition, there are some who believe that buty] rubber has 
other uses, and would have found other uses, in competition both with 
natural rubber and GR-S, if it had been in sufficient supply for that 
purpose. That is why I say that I am reli atively confident that the 

uityl capacity of the country will be expanded and that there is a good 
de: al of outside interest in acquiring butyl facilities. Now whether 
that outside interest can be directed toward acquiring the facilities 
that the Government owns is another story, because the two butyl 
facilities are dependent for their feed stocks on isobutylene, which 
comes from Standard Oil refineries, the Standard refinery at Baton 
Rouge, and the Humble Oil refinery at Baytown. 

Since these plants are so dependent upon that isobutylene, and 
since Standard, which, I may say, owns all the patent rights in butyl, 
is anxious to get into the butyl-rubber business, Standard has indicated 
an unwillingness, publicly, to commit the isobutylene supply coming 
from their refineries to any outside purchaser of these facilities. And 
1 would think, therefore, that it would be most difficult to work out a 
transaction for these facilities to outsiders. 

Senator Dovetas. Then that raises the point that I wanted to bring 
out: Both of these plants are operated by and obtain their feed stock 
from Standard Oil properties; is that right? In one case it is the 
Standard Oil Co., and in the other case, Humble, which I thought was 
SU percent. 

Mr. Youarem. I think the figure is 72.4. 

Senator Dovcias. Now, then, the question which I wanted to raise 
was this: They are organically connected, are they not, with other 
Standard plants? 

Mr. Youatem. Yes; that istrue. But that is also true of a number 
of plants. 

Senator Doveias. That is like Siamese twins, as to whether the cord 

1 be cut between the two. Any company coming in from outside 
aa | naturally be worried as to whether it could obtain its feed stock 
from the Humble and Ste undard Cos., which are organically tied to 
these particular pl: ints; is that not true? 

Mr. Youaem. That is true, Senator. 

Senator Doueias. If any sale contract were put into effect, would 
there not have to be a requirement, possibly as a condition for Humble 
and Standard getting petroleum-butadiene plants, that they would 
provide a feed stock for any companies which might purchase the 
butyl plants? 

Mr. Youartem. Well, I think that that is one of the serious problems 
that the disposal agency, whoever it may be, will have to deal with. 

I would like to say this, that it is not, in my judgment, the physical 
connection between the two plants which is so important as is the fact 
that there is a limit to the isobutylene capacity of the Standard 
refineries, and if Standard does desire to go into the butyl business, 
one can understand that it would be unwilling to commit its limited 
isobutylene capacity 
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Senator Dovetas. They want to take care of their own children first. 

Mr. Youatem. That is right, si 

Senator Dovueuas. In view of all this, are you not extremely opti- 
mistic in thinking that you get a number of bids for the butyl plants ? 

Mr. Youatem. I didn’t mean to suggest that we would get a num- 
ber of bids for the butyl plants. I was trying to point out 

Senator Bennerr. Senator, he mentioned that in relation to styrene 
plants. 

Mr. Youatem. In contradistinction, I might say. 

Senator Bricker. What is this isobutylene in relation to butyl? 

Mr. Youarem. It is a hydrocarbon with a ditlerent molecular 
structure from butylene. 

Senator Bricker. Can one be readily converted into the other / 

Mr. Yonarem. | am told that butylene can be isomerized, but that 
would require the construction of substantial facilities. And there 
would have to be a butylene supply in the first place to put through 
(here. 

Senator Bricker. That is in great demand, in a competitive field. 
\re there a number of companies making this isobutylene, or could 
it be made readily ? 

Mr. Yonatem. Yes; isobutylene can be taken out of any catalytic 
cracking unit, and there is isobutylene ¢ ape wity elsewhere throughout 
the country. 

It happens that, as I understand it at least, that the isobutylene 
capacity of the Standard companies is all committed, either to butyl 
manufacturers, or to the manufacture, I believe, of Vistanex, up in 
their refineries on the Atlantic coast, 

Senator Bricker. What do the other refinery companies do with 
the butyl? It isa byproduct of the catalytic process. 

Mr. Youarem. In the first place, as I understand petroleum chem- 
istry, it isn’t necessary for them to produce it. But isobutylene can 
be produced along with butylene, for conversion into aviation gaso- 
line, or in ordinary motor fuels, so that the isobutylene isn’t lost 
today. It just goes to other uses. But, if a new butyl plant were con- 
structed, next to a jarge catalytic cracker, theer isn’t any question 
but that the isobu tvle ne would haere 

Senator Bricker. Would be available for that use. 

Mr. Youatem. Yes. 

Senator Bricker. That butyl rubber is not in competition except in 
i limited field with the GR-S, or natural rubber. 

Mr. Youatem. At the moment, it isn’t, Senator. Whether it will 
be or will not depends upon the person to whom you speak. The 
Standard people are very enthusiastic about the possibility of adapt- 
ing manufacturing processes so that butyl rubber can be used—— 

Senator Bricker. For making tires, for instance ? 

Mr. Youatem. For making tires; yes. 

Senator Dovueras. I seem to remember that earlier in your testi- 
mony you stated, I thought, that Standard held the patents on the 
P srodue tion of butyl. 

Mr. Youatem. That is correct, sir. 

Senator Doveias. Would that not be another deterrent in the way 
of outside firms bidding for the butyl plants? 

Mr. Yonarem. No; it would not, Senator, for this reason. 
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In the first place, Standard’s contracts with us require that they 
make available on a fair royalty basis, up to a certain cutoff date, 
not only the patents or the licenses under the patents, but also know- 
how in the operation of the plants. 

Senator Doveias. They would do this for rivals as well? 

Mr. Youatem. Yes. 

Senator Doueras. I want to say, this is the most commendable at- 
titude to the part of Standard. You almost bowled me over. 

Mr. Youatem. If you want to commend Standard, I will call your 
attention to this fact. Standard has publicly announced it will license 
anybody that wants to erect a butyl plant. It will license them in the 
manufacture and also make available to them their know-how in the 
start up and operation of the plants. 

Senator Doveias. We Democrats are sometimes accused of being 
tough on big business. I do not think that is true. We will simply try 
to be fair. 

In order to make the record straight, I want to say, if what you say 
is true, and I have every reason to believe it is true, Standard deserves 
commendation for what they have been doing. 

Senator Bricker. There are a lot of good people in the world, 
Senator. 

Senator Doveras. Oh, yes. I only wish some of them could be 
Republicans. 

Mr. Chairman, would you permit me to go ahead ? 

Senator Bricker. Go right ahead. 

Senator Doveias. Has the Government made all operating data 
available to prospective purchasers. Purchasers cannot be expected to 
buy a “pig in the poke” without knowing what the production costs 
are. 

Mr. Youarem. No. It has not, Senator Douglas. 

Collating that material and putting it in distributable form would 
be quite a job, and until legislation was enacted which permitted the 
sale of these facilities, we felt that it was not a job that should be done. 

Now one reason for this is that that information ought to be as up 
to date as possible. I would assume that we will try to get it out just 
as quickly as possible. 

Senator Dovueras. I would like to address this question to Mr. 
Cravens. 

Will the RFC make this data available to all prospective pur- 
chasers ? 

Mr. Cravens. The very success of the disposal program, in my 
mind, is based upon the adequacy of the information given with 
respect to these plants, both the technical data and permitted in- 
spection. 

Senator Doveras. You see the insiders now operating these plants 
have the knowledge. They know precisely what the costs are and the 
technical problems. But the outsiders will have to depend in a large 
part upon such information as you furnish them or which you permit 
them to find out. 

Mr. Cravens. That is the reason I said to you that the very success 
of this program depends on the full amount and adequacy of that 
information. 

Senator Doveras. Do you raise your right hand and solemnly swear 
that you make this information available? 
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Mr. Cravens. I certainly will, if I am called upon by the Disposal 
Commission to do so. 

Senator Doueias. Now then, similarly, have prospective purchasers 
been allowed to inspect the plants? 

Mr. Cravens. No. 

Senator Dovetas. Will they be allowed to? 

Mr. Cravens. Most assuredly. 

Senator Doucias. We come, now to a very important question: 
Would prospective purchasers who are nonoperators, require a con- 
siderable degree of time to reach an opinion as to the value and 
desirability of the plants? 

That is, can they make quick snap judgments, or quick judgments, 
or will they require time to inspect the plants, study operating costs, 
make an appraisal of the situation, consult their financial possibilities, 
and so on, Mr. Cravens ? 

Mr. Cravens. Well, the word “considerable” worries me a little. 
I think I would rather use the word “reasonable.” The testimony has 
indicated, and the interested parties have indicated that what is 
deemed a reasonable time varies a good deal between the operators and 
the nonoperators. 

Obviously an operator is not concerned with the time element and 
obviously a nonoperator is concerned with it. 

I believe some of the nonoperators have indicated that they wanted 
as much time as 6 months. 

It seems to me that, going right back to what I said before, the time 
needed to formulate a bid is directly dependent upon the adequacy of 
the information that is given the nonoperator. 

I think I should say right here, however, that no matter how much 
time you provide for the preparation of bids, or, no matter what pro- 
visions you make in your legislation, you are never going to put the 
nonoperator on exactly the same footing as an operator. 

Senator Doveias. You mean not on an equal footing ? 

Mr. Cravens. No, sir. 

Senator Dove.as. That is he always starts behind the “eight ball.” 

Mr. Cravens. It is a matter of experience. 

Senator Doveras. I know this is not a question of sin or virtue, but 
just in the nature of the case he does not have the information or 
the operating experience of the particular plant that those who have 
been operating the plants of necessity have ? 

Mr. Cravens. That is right. But I think we can provide them 
with complete information, technical and otherwise, to make their 
decisions, and make them within a reasonable time. 

Senator Dove.as. Is it not important to allow plenty of time for 
such bids by nonoperators, if there is to be any real competition with 
the present operators ? 

Mr. Cravens. It is important to allow a reasonable time. 

Senator Dovcias. What is a reasonable amount of time? 

You see reasonable time means different things to different people, 
each one of whom regards himself as a reasonable man. 

Mr. Cravens. That is correct. Personally, I think 3 months is 
adequate. 

Senator Doveias. Three months? 
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Mr. Cravens. Yes. for the submission of the bid. Three months 
from the point they received all of the information with respect to 
these plants. 

Senator Doveias. Now, wait a minute. After they receive all in- 
formation, how long? 

Mr. Cravens. After they have everything before them that we can 
pr bly get to them, and IT have assured you it will be the most com- 
plete data. 

I would say from that point on. 3 months is most adequate for any 
one to m: ke up his mind, operator or nonoperator. 


. 


Senator Doveras. Then, how long before the disposal agency could 
process the bids ? 

Mr. Cravens. I think the next period requires infinitely more time. 
I would think that you would need up to 6 months, possibly more, to 
negotiate out with each of these companies after you had the bids. 

That period of time seems to me more important than the time to 
submit the bids. 

Senator Doucrias. The House bill which has been passed, I believe, 
requires transfer. not later than June 1. of 1954, which is a total of 11 
months. 

The Capehart bill, as I understand it, does not have a time limit, the 
Capehart-Bricker bill. 

Mr. Cravens. I think the date or the time limit has a lot of merit. 
The House bill ties the June 1, 1954, date to the termination of the 
transfer period, and that is impractical. 

If you are going to have a target date, and I do support it, that 
target date hould be tied TO the date that the propesed sale is sub- 
mitted to either the Coneress or the Board for review. 

In other words, that ought to be tied to the beginning of the veto 
period. And then the transfer period should be tied to the end of that 
veto period, say, probably 60 days after that. Thus, instead of June 1 
as the termination of the transfer period, as provided for by H. R. 
5728, under the plan that I have just proposed that date would be 
about August 29, instead of June 1. 

Senator Doverias. Three months later? 

Mr. Cravens. Yes, it would be about 3 months later. 

I think there is a lot of value in setting up a definite target date, 
but that date should not refer to transfer. It should refer to the time 
the report has been completed and has been submitted to somebody 
for review or veto. 

Senator Doveras. Now, this brings in an interesting point. 

You think that Congress should have the right to veto the sale of 
proposals which are made by administrative agency, or should the 
administrative agency be given complete discretion ? 

Mr. Cravens. J testified at the outset that I favored the congres- 
sional veto. 

Senator Doveras. I forget whether that is provided for in the House 
bill or not. 

Mr. Cravens. That is provided in the House bill. 

Senator Bennett. Is that a single veto or veto of the entire sale? 

Mr. Cravens. Of the proposed program of the sales. 

Senator Bennett. So it is not a review of a particular bid? 

Mr. Cravens. No: that would be impractical because we might then 
reduce the approved tonnages to less than the minimum. 
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Senator Bennerr. I just wanted to make sure. 

Senator Dovenas. Well, there is this question which naturally comes 
up, I suppose, in all our minds, whether you want to give expression 
to it or not: The operators have a great advantage over the non- 
operators. Without putting anybody in the stoe ‘ks, it is well known 
that the rubber companies, at least in the past, have had price agree- 
ments with each othe 

I do not want to go sila the 1947 suit, but it is a historic fact that 
they filed a plea of nolo contendere to an antitrust suit, and were fined 
in Federal court. They certainly have been on very close relationships 
with each other. 

What Lam afraid of is that we will get into a situation where there 
will be virtually only one bid for a vast proportion of these properties. 

If you fix a time limit, it seems to me they have the Government 
over a barrel. They can stall and stall, and stall, and it would be hard 
to get outsiders in, 

Government negotiators will be ope ‘rating under the gun that they 
have got to sell by a given time, so that, deprived of the outside 7 
and pushed hard by a time limit, it will come in in the nature of + 
to reed s sale 

That is the big danger, very frankly, that I see. 

Mr. Cravens. Let us look at this a little more closely, Senator 
Douglas. No bona fide purchaser is going to stall. They either want 
to buy or they do not. 

Senator Dovgias. But at what price? 

Mr. Cravens. If they want to buy, the price is determined in the 
negotiation period. If they do not want to buy at a reasonable price, 
at a full, fair value price, then they are not going to get the plants. 
Senator Dougias. The Government has to sell. 

Mr. Cravens. They do not have to sell. 

Senator Dove.as. The alternative is closing them down and putting 
them out of commission. 

. Cravens. That is not true. The Board will negotiate a good 
program or the Rubber Act will carry on, and the Government will 
continue the oper: ation of the p ylants. 

Either you are going to get a good l sale or you will have no sale. 

Senator Doveias. Or partial sale 

Mr. Cravens. You cannot have too much of a partial sale or you 
will dispose of too low a percentage of the productive capacity to make 
it a good thing for the Government to do. 

Senator Bennerr. Do we not, in this bill, insist that a certain per- 
centage of the capacity should be sold ¢ 

Mr. Cravens. That is correct. In your bill you have 400,000 tons. 

It seems to me the industry has avidly indicated they want the 
Government out of the business and they want to buy. They have so 
testified. 

Now, I am sure that many of f them realize this may be their last 
chance to do it. I take industry on their face value that they want 
to buy and I do not believe that anybody who wants to buy something 
will stall or try to throw barricades in the way of proper negotiation. 

Now, if they do, then we just have no sale and we continue to operate 
the rubber plants, and no amount of legislation or no amount of time 
extended over the amount that is necessary to physically complete the 
job will make them buy at any better price. 
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Senator Doveras. Mr. Cravens, it is naturally the desire of the 
people to buy things at as low a price as possible ; there is nothing 
wrong about that—but assuming that the rubber companies are even 
partially economic men, then they will try to buy at as low a price as 
possible. 

If the Government has to sell, or give up its program of sale by a 
given time, and without outside competition, with the possible excep- 
tion of the styrene plant, do not the Government negotiators operate 
with a gun at their head, really, all the time ? 

Mr. Cravens. Not in the least. As a matter of fact, the position of 
the negotiators is an excellent one. Here the Government is operating 
a highly profitable property under present production levels. Indus- 
try wants them. 

it seems to me that if I were one of the Government negotiators, 
T would consider myself to be in a pretty good position. 

The time element, particularly with respect to target dates, seems 
to have a lot of value in getting the best price for the: properties. 

Senator Doveras. Does time work in favor of the Government? 
Does the time limit, so to speak, work in favor of the Government or 
in favor of the operators ¢ 

Mr. Cravens. I think it works in favor of the Government. Let 
me give you my reason. In the first place, bidders all have a specified 
time in which to plan properly. They must know particularly when 
they are going to get the facilities transferred to them for operation; 
they must know when they are going to begin to make profits and go 
into production, and they have to know that pretty definitely; they 
might make a sale and then wait indefinitely for the actual transfer of 
those properties. 

Secondly, I think that the target date, with that transfer date defi- 
nitely known, will expedite disposal, and the faster you expedite it, 
the better price you are going to get. The longer it is drawn out, the 
lower price you are going to get. 

Moreover, I think if this goes to a congressional veto, or a congres- 
sional review situation, it ought to come back before the same Con- 
gress. The Congress that initiated it ought to have the last say 
as to whether it is good, bad, or indifferent. 

Now, on time limit, in case of an emergency 

Senator Doveras. That is a very interesting point that you injected 
into the situation. I wonder if you would expand upon that. I feel 
as though I were an inexperienced batter with a fast curve thrown at 
me. No reflections on you, Mr. Cravens. I was merely saying you 
were a good pitcher. 

Mr. Cravens. I did not intend to throw a curve at you. I mention 
this to bring out, that if there is a Board review, the time element is 
not as important as it is if there is congressional review, because I 
think that the Congress that determines that this is the appropriate 
time to sell the plants i is the one that should complete that deal and 
have the chance to review it. 

Now, if it is going to be a Board review, that particular point does 
not have the same validity. 

Senator Doveras. Do you anticipate changes in succeeding Con- 
gresses, which might make it more difficult to consummate the sale? 

Mr. Cravens. Well, you would not want me to go into too much 
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detail as to my reason on that. I just think it is the same situation as 
the management of any business. 

Senator Dovetas. I am delighted to know the Republicans have as 
many uncertainties about the 1954 elections as we have. 

Mr. Cravens. I did not mean that. 

Senator Bricker. Any further questions? 

Senator Doveras. I have a question about contracts. Can you have 
uniform contracts, or will each separate plant have a separate contract ¢ 
Will you have a standard form ? 

Mr. Cravens. As I envisage it, you would have contracts that would 
certainly have standards de termine d with respect to certain basic con- 
ditions, but by and large, they would have to be keyed to the particular 
facility sold, so that while there might be standardization in principal, 
certainly there would be no standardization in form. 

Senator Doue.as. Mr. Cravens, I cannot quite remember whether 
you testified on this originally, but it has been a matter of uncertainty 
in my mind. 

Do you favor administration by an ex officio commission, such as is 
provided in the Capehart-Bricker bill, or by a separate commission 
as appointed by the President, as provided in the House bill? 

Mr. Cravens. I originally testified in the House, as I stated in my 
original testimony here, that I favored the governmental approach, 
a board approach. 

Senator Doveias. That is, a new board? 

Mr. Cravens. Ex officio. 

I have said that I was finally constrained to say that I thought the 
outside commission would be preferable. 

Senator Doveias. So that your position now is different from your 
testimony before the House ? 

Mr. Cravens. Yes, and it is exactly in this way that I testified 
before this committee. 

Senator DovcLas. Well, how much of a staff do you think the 
Government would need ? 

Mr. Cravens. I have not the slightest idea 

Senator Doueias. Do you think the Government staff could be as 
well informed as the negotiators for the purchasers, if you assembled 
an ad hoc group, here today, and gone tomorrow ? 

Mr. Cravens. I see no problem with respect to the Government re- 
cruiting a very capable staff, and I use the word “recruiting” because 
you would have to recruit the specialized know how for this particular 
type of work. 

Senator Dougias. Where would you recruit them from ? 

Mr. Cravens. You would recruit them from the whole wide market 
of consultants and experts that are available. To me, it would be no 
problem at all. 

Now, how many, I do not know. 

Senator Doveias. Would not the great trouble with an ex officio 
commission be having people who have formerly been employees of the 
plants, now dealing on the Government side of the table, and after 
the plants are sold they pass out into the field of private industry 
where their prospective employers would be those who bought the 
plants? 

Mr. Cravens. I think that is an inherent problem whether you 
have the outside commission or a governmental board. 








214 DISPOSAL OF RUBBER PLANTS 

Senator DouaLas. The ex officio board could be staffed with Gov- 
ernment employees. 

Mr. Cravens. So can the civilian commission call upon Government 
employees. 

Senator Doverias. Would they be as likely to do so # 

Mr. Cravens. I would say in both cases they are likely to call on all 
the Government employees that are qualified for the work, and beyond 
that, you go into consultants. 

Senator Doveras. I want to say that I think this question of timing, 
the time limits, is crucial to this question. I hope that members of 
the commission and the public will give due consideration to this 
matter, that we may get an objective discussion of the question. 

Mr. Chairman, I have just a few more queries, which grew out of the 
testimony of other witnesses who appeared subsequent to Mr. Cravens’ 
testimony. This is covering No. 5 of my memorandum. 

Mr. Litchfield, I believe, in his testimony, recommended that a stock 
of 200,000 tons of artificial rubber be accumulated within the period 
prior to the final disposition of the plants. I wonder if you have any 
judgment on that ? 

’ Mr. Cravens. Yes. We do not concur in that recommendation. I 
think I sae | like Mr. Yohalem to give you our position on it. 

Mr. Yonatem. Our position on that is that if the large rubber con- 
sumers fe e ‘ they need a large inventory to carry them over this period, 
they ought to accumulate that inventory themselves. 

Now, as to the 200,000-ton figure, I might say that it would be 
extremely difficult in any event, with the time limits set by the House 

bill, as you have been discussing it, to accumulate that much of an 
inventory. 

Senator Doveias. In addition to current sales ? 

Mr. Youatem. If current sales continue at their present level; yes. 

gut, if that were to be done, it ought to be done by industry, the 
consumers, 

Now, the Administrator intends that if disposal legislation is en- 
acted, the corporation would change its selling policy, to require orders 
on perhaps a 4- to 6-month basis from the large consumers of rubber. 
We would then schedule our production to fill the demand, whatever it 
might be, to the full capi ibility of the facilities. 

It is not our view that the Government should produce this large 
inventory and carry it at its expense, and assume the risks. 

I might point out that a 200,000-ton inventory at current prices 
represents an investment of $100 million, so that we could not, as Mr. 
Litchfield’s testimony suggested, apply part of our profits to creating 
the inventory. It would take a good deal more than the year’s profit, 
even at the present level. 

Senator Bricker. Do you anticipate a good deal of loss of produc- 
tion from the time of beginning the transfers until it ends? 

Mr. Youatem. Senator, I anticipate some loss of production. It is 
hard to say how much production will be lost. That depends upon 
how much capacity is sold. It depends upon how much can be done to 
provide out of leases, perhaps, of the alcohol-butadiene facilities, a 
supplementary supply of butadiene, because full capacity of the petro- 
leum butylene plants is sufficient only to produce 670,000 tons of rubber. 

Senator Dovetas. But you have said you did not expect the alcohol- 
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butadiene plants to be sold, and therefore they would have to be closed 
down. 

Mr. Yonatem. No; those are not the two alternatives. I think it is 
something that is going to require canvassing by the disposal agency. 
It may be possible to work out short-term leases of those plants, to 
produce butadiene from alcohol, which would concededly be much 
more expensive than the petroleum-butadiene, but would nonetheless 
be valuable to overall rubber production, so that the same thing might 
be present as in the Government program of absorbing the gh 
alcohol costs—— 

Senator Doveras. You have testified that the alcohol-butadiene 
plants have cost the Government excessive production costs. Now, if 
they are not to be sold but kept in Government hands and leased to 
private operators, unless the price increases markedly, the result would 
be a deficit which the taxpayers will have to pay. In other words, the 
profitable petroleum-butadiene plants will be sold, but the Govern- 
ment will be left with its white elephants, which may be needed in a 
war, but in a period of peacetime—— 

Mr. Youatem. That does not follow, en I am certainly not 
saying that it will be simple. But it may be that purchasers of 
copolymer plants, as a whole, in order for them to maintain produe- 
tion, would be willing to purchase alcohol butadiene on some kind of 

prorated basis and then absorb that higher cost and merge it with 
the low-cost butadiene that they would get from the purchasers of 
the petroleum plants. 

Now, [ repeat, I think that would be an extremely difficult and com- 
plicated thing to work out, but it is conceivable. But, putting that 
aside, if that shoul 1 prove not to be workable, then you do have the 
diffic ‘ulty— and I am now addressing myself to Senator Bricker’s 
query—that there ‘ not now enough butadiene capacity for more than 
about 670,000 tons of rubber. 

Whether that of itself will cause a dislocation one can’t say, because 
one doesn’t know just what the demand is going to be at that time. 
It shouldn't be too serious a dislocation, however, especially if indus- 
try builds up its inventories in anticipation of this period. If indus- 
try chooses not to buld up its inventories, then it may find itself some- 
what pinched. 

One might anticipate a temporary increase in the cost of rubber, to 
some degree. ‘There would be greater recourse to natural rubber, and 
to reclaimed rubber, than there is today. It would be perhaps a diffi- 
cult period but, I think, a relatively brief one. ‘The reason I say that 
is that I am personally fairly confident that upon the sale of these 
plants there will be additional petroleum-butadiene capacity con- 
structed. Now, as testified here, that may take 2 years, or it might 
perhaps be done in less. 

So if there is going to be a period of disequilibrium, it is one of 
foreseeable brevity; and the fact that the disequilibrium can be cured 
should temper the price dislocations that might appear on the natural- 
rubber market. 

Senator Bricker. Coming back to your inventory, if the Govern- 
ment does not build up its inventory, certainly industry is more likely 
to take care of the inventory situation itself. It will have to. 

Mr. Cravens. That is well put, Senator. 








216 DISPOSAL OF RUBBER PLANTS 


Mr. Youarem. I think I should say this, too: That Mr. Cravens 
and I are certainly cognizant of the relative hardship that anticipatory 
buying might place on small consumers of rubber, and as the smaller 
consumers of rubber do not in the aggregate ers: so much rubber 
that our carrying an inventory for them would sul ject the Govern- 
ment to major risk it would be our anticipation that they would 
receive some form of preferred treatment. 

Senator Bricker. It would not take a great deal of inventory to 
take care of that. 

Mr. Youranem. No: and that could be adjusted for. 

Mr. Cravens. And something that should be done and that we can 
very well do. 

Senator Doveias. Mr. Cravens, another suggestion that has been 
made is that definite provision should be written into the sale contracts 
providing for adequate supply to small producers of artificial rubber. 
My memorandum said, “Small contractors of artificial rubber,” but it 
is small producers, small processors—that is the phrase—of artificial 
rubber. 

Mr. Yonatem. Well, we certainly agree, Senator Douglas, that the 
primary concern of the disposal agency, whatever it might be, should 
be the needs of the small rubber consumers. 

For my own part, I am confident that the best answer to that prob- 
lem is for disposal to be worked out in such a way that there is a maxi- 
mum amount of rubber-producing capacity acquired by nonconsumers 
of rubber. 

You have heard testimony from the Phillips Petroleum Co. that 
they would intend to acquire the facilities at Borger. 

Senator Doveras. That is a plant located in the Panhandle of Texas. 

Mr. Yonatem. That plant’s production is fully competitive, price- 
Wise. 

Senator Dovenas. It is in the Panhandle. 

Mr. Yonautem. That is right. But it is fully competitive, pricewise, 
with the other plants. 

( = course, if that should be the only none aptive producer of rubber, 
and, if all of the other plants’ produc tion were captive, it would be a 
faitly unhappy situation for consumers. 

Senator Dovenas. I wonder about that. I think such a clause would 
be highly desirable. It occurred to me that it might be possible if the 
overwhelm ng proport! ion of the copolyn ier pl: unis were bought by the 
big companies, whose production in the main is tires, if they coulc 1 put 
nl an ch price on copolymer rubber, and make big profits out of that, 

1 hold up the small processors: in other words, shift their profits 
oe their tire plants to their copolymer plants, and sell on even terms 
to the Indep vendent processors and fabricators, the terms would be such 
that thev would make quite a killing on it. 

Mr. Cravens. Senator, that goes back to the basic problem of dis- 
posal. Those that are charged with the responsibility for disposal 
have the obligation to create a free and competitive market, and cer- 
tainly the disposal agency can’t dispose of the facilities so that they 
will all end up as captive operations. It just can’t be done. If that 
were the case, and there were no other sales to be made, then there could 
be no disposal program. 

Senator Doveras. You are quite correct in saying that. This is 
not a question of sin or virtue at all. I believe it is true that the Big 
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Four produced approximately 65 to 70 percent of the rubber. These 
companies are now operating the plants. They have the inside in- 
formation. Outsiders are going to be reluctant to take them on any- 
way. There are not many Davids now volunteering to go up against 
Goliaths. That might have been possible in the days of slingshots, 
but not so true now. 

I am very much afraid that we will wind up with the plants owned 
by the present operators, and then the question comes to the degree 
you can protect your fabricators, even with a contract such as this. 
They can put the price of the rubber way up and it won’t be difficult 
to get the Malayan crowd to agree with that. They are only waiting 
for an excuse. 

Mr. Cravens. You see a lot in the future that I don’t particularly 
see. There must be over 600 fabricators of rubber, and I would say 
that the noncaptive producers would certainly have a wide market 
and have some real competition. 

Senator Dovetas. Then, it is essential to get a large percentage of 
the copolymer production, at least, into the hands of so-called inde- 
pendents or nonoperators, so that they would not be captive plants. 

Mr. Cravens. I would say an adequate percentage. 

Senator Doucias. What do you require as adequate? That brings 
us to subquestions (c) and (d@). 

Mr. Johnson of Endicott-Johnson suggested that no company 
should purchase more than only copolymer plant. On the other hand, 
Mr. Litchfield suggested that the plants should be sold in such a 
fashion that the historic ratio of production between the various mem- 
bers of the Big Four, or Big Four and a half should be continued. 

Mr. Youatem. Well, we don’t agree with Mr. Litchfield’s sugges- 
tion, Senator. It seems to us that to enunciate any such conception 
would put fetters on the disposal agency, which it simply should not 
have, 

Now, it is quite true that if one is considering the question whether 
company A is acquiring too much capacity in terms of conceivable 
dominance of the industry, it would be a relevant fact that Company 
A consumed 20 percent of the synthetic rubber. That might be a 
guide as to whether this is an unreasonable acquisition or not. But, 
we certainly do not feel that there should be any recognition given 
to any preemptive right of any rubber company to purchase capacity 
based on its historic use of rubber. 

Now, going to the other proposed solution, Mr. Johnson’s; that 
sounds very simple and very logical and like a panacea, but in my 
judgment it is not. And that conclusion is not a theoretical one. 
It springs from the type of facilities that were built for wartime pur- 
poses, and which are now available for sale. One has to look at the 
problem concretely. 

Three of the big four companies that operate two plants, and con- 
ceivably would be interested in acquiring the two plants that they 
now operate, are United States Rubber, Goodyear, and Firestone. 
Now, they each operate one of the big basic plants down in the Gulf 
coast area, and assuredly they would want those plants as first choice, 
because they have the large capacity. 

Then, they operate the plant at Naugatuck, Conn., and the two 
small plants at Akron. Now those plants are not well adapted to 
producing basic solid rubber. They are much more useful to produce 
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special rubbers and lattices. Just as they are quite important to the 
operations of their present operators, as filling out the line of rubber 
that they need, so also they would not be particularly useful in pro- 
viding a competitive source of solid rubbers for the people that you 
are trying to protect. 

Now, the fourth company has as its second plant—— 

Senator Dove tas. What is the fourth company £ 

Mr. Youatem. Goodrich, 

It operates as its second plant—and I say “its” only colloquially, 
because it is not “its” yet—the plant at Institute, that I mentioned 
before. That plant, while it is very large, Is not adaptable to the 
production of cold rubber. and therefore, if the Groodrich Co. were 
denied 

Senator Dovueias. Goodrich or Goodyear ¢ 

Mr. Youatem. Goodrich, 

If it were denied the possibility of getting that plant, it would not 
be a plant available to supply the independent requirements for cold 
rubber. Also it is much too big a plant for the independent market. 

Senator Dovenas. May I ask this: When I was down in West Vir- 
ginia last fall, 1 made some inquiries about that plant, and while my 
memory is hazy, I think I had the feeling, in talking to some engineers 
down there, that they had a double production line. Is that true? 

Mi. Youatem. That is quite true. As a matter of fact, it has a 
triple production line. It has three lines. 

Senator Doucias. Now, the question is: Could you split that plant 
in half, since it is so huge in capacity, and get half of it sold to 
independents ? 

Mr. Youavrm. Well, certainly that plant can be split, whether in 
half or in thirds. 

Senator Doveias. You can trisect it 4 

Mr. Youatem. That is right. 

I might point out that it would require a very large capital invest- 
ment to, I wouldn’t say modernize it, but to make it adaptable to 
produce cold rubber. It would take a very large capital investment. 

Now, I should think—and there is nothing in the RFC report or in 
the House bill to bar this—that the disposal agency would give every 
consideration to the potentialities ot splitting that plant, or, for 
example, other plants in the program. 

Senator Bricker. What are the three kinds of production in that 
plant? 

Mr. Yonarem. That plant is adaptable only to the production of 
hot solid rubber. All three lines are the same. They simply produce 
It 1s vast quantities. 

You see, that plant was built to run in phase with the alcohol 
butadiene plants that were constructed in that same general area. 
Also, it was built as a wartime facility, and without regard to its 
potential value after the war as a private operation. 

Senator Doveras. I have not kept up with the technology of the 
rubber industry. Is hot rubber more or less obsolete now ? 

Mr. Youatem. No; I would not say it is obsolete. For some pur- 
poses, it is more or less required. The consumption today, I would 
guess, Is somewhere between 65 and 70 percent cold rubber, and the 
remainder is in hot rubber. 
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The corporation’s modernization program is premised on having 
available 75 percent of our total capacity as cold rubber. Now, that 
is due partly to experience and partly due to the fact that there is 
a market for the hot rubber. 

Senator Doveias. Suppose this plant were subdivided, would the 
purchasers producing hot rubber be at a great disadvantage in selling 
their product in competition with cold rubber ? 

Mr. Youarem. I think they would be at a disadvantage in compe- 
tition with cold rubber; yes. They could produce in competition 
with the other producers of hot rubber. 

Senator Doveras. That is my next question: How would they stand 
in respect to other producers of hot rubber ? 

Mr. Youarem. I am not competent to answer that question, Sen- 
ator. When that plant is operated near capacity, then it is an ex- 
tremely eflicient low-cost producer of rubber. 

Senator Dove as. Would the efficiency be reduced by its being split 
up into 2 or 3 plants? Then you do not have the trouble that Solo- 
mon got into, when he proposed to cut the child off at the waist and 
give half to each mother. That is, would you destroy any of the 
plant’s efliciency by splitting it up ¢ 

Mr. Youatem. The 1 line with 40,000 tons capacity should be com- 
parably efficient with any other plant in the program with 40-000-ton 
capacity. And, similarly, if you can split it into one-third and two- 
thirds segments, the two-thirds segment should be comparably as 
efficient as all other plants in the program, because that is the only 
plant that does have three lines. 

On the other hand, one must recognize that the institute plant is 
not well located in regard to either the source of butylene or the 
market for finished rubber. That is just a fact of life, but it cannot 
be changed. 

Senator Bricker. What is the difference between the use of cold 
rubber and hot rubber ¢ 

Mr. Youatem. The cold rubber has proven to be far superior for 

the purpose of tire treads. 

Senator Bricker. Is it cheaper in production ¢ 

Mr. Yonarem. I would guess it is somewhat more expensive. Cer- 
tainly the capital losses are higher. As for the remaining costs of 
production, I would think they are pretty much comparable, sir. 

Senator Payne. Mr. Chairman, may I ask a question ¢ 

Senator Bricker. Yes. 

Senator Payne. Who arranged for the negotiations that resulted 
in the present operators having these plants 4 

Mr. Youauem. I would guess that that was the—I have forgotten 
the title, but you may recall that Mr. Jeffers was appointed rubber 
czar in 1942, and the basic choices were made by that time. 

Senator Payne. By the then administrtion ‘ 

Mr. Youatem. Yes. 

Senator Payne. Apparently then those operators were the choice of 
the administration, due to the type of job that was believed should 
be done ¢ 

Mr. Youarem. That is right. 

I want to make this clear: There have been quite a few changes 
since the initial pattern was set up. I do not know all the details 
of those changes, but, for example, there is a plant on the west coast 
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which I think had two operators during the war. One was the United 
States Rubber Co., and one other. Then that plant was put into 
standby, and those operating contracts terminated. When it was 
decided to reactivate the present operators came into the picture. 

Senator Payne. The reason I asked the question was that 1 would 
not believe my distinguished colleague, who was also a Maine boy, 
would question the judgment of the present administration in seeing 
that these people were the operators. If they had a chance to continue 
an operation, it would not be bad judgment either. 

Senator Doveias. This is off the record, but Democrats usually 
put Republican businessmen in charge of programs. 

Senator Bricker. Is it a matter of necessity, I wonder ¢ 

Are there any further questions, Senator Douglas? 

Senator Doveias. Not so far as I am concerned. I want to thank 
the witnesses for their replies and for the very valuable information 
they gave us. 

Senator Bricker. I think they have completed the record, and they 
have brought to us the information that was needed. 

Senator Doueias. Mr. Chairman, may I inquire if it is the inten- 
tion of the chairman and the acting chairman to have this record 
available when we go into executive session / 

Senator Bricker. Yes; they are going to be sent down tonight. 

The executive session to write up this bill, or to consider the bill, 
at least, will be at 10 o’clock on the morning of the 8th. 

Senator Douveras. That is Wednesday ¢ 

Senator Bricker. Yes; on Wednesday morning. 

Thank you very much, Mr. Cravens and Mr. Yohalem. We will 
now close the hearings on S. 2047 and H., R. 5728. 

(Whereupon, at 12 noon, the hearings were adjourned. ) 
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RECONSTRUCTION FINANCE CORPORATION 


WASHINGTON 25, D. C. 


March 1, 1953 


The President. 
The Honorable, The President of the Senate. 
The Honorable, The Speaker of the House of Representatives. 


Sirs: 


I have the honor to submit herewith the report of the Reconstruction 
Finance Corporation with respect to the development of a Program for 
Disposal to Private Industry of the Government-Owned Rubber-Produc- 
ing Facilities. This report is made pursuant to Section 9(a) of the Rub- 
ber Act of 1948, as amended, and Executive Order 9942 of April 1, 1948. 


Early in 1952 conditions affecting the rubber industry gave clear in- 
dication that the withdrawal of the government from the field of syn- 
thetic rubber production finally seemed possible. Conferences were held 
between my staff and representatives of the rubber, petroleum and chem- 
ical industries, looking to the initiation of a disposal program, and in 
June, 1952, I designated Mr. Morton E. Yohalem to take this matter in 
charge. 


Prior to the preparation of the accompanying report, I had the benefit 
of consultation with the Corporation’s Rubber Advisory Committee and 
its Rubber and Petro-Chemical Subcommittees on Disposal. The Rub- 
ber Subcommittee submitted a suggested disposal plan, and representa- 
tives of individual companies also have helped by tendering their views. 


It was believed that an engineering appraisal of the facilities was 
necessary both for the informed development of a realistic disposal pro- 
gram, and to permit prompt effectuation of such a program if enabling 
legislation were adopted. Accordingly, the Corporation retained an inde- 
pendent engineering firm of acknowledged competence in the field to 
appraise the properties which might be offered for sale. Its reports, 
which were rendered within the past month, provide the basis upon which 
the government can promptly take definitive steps toward disposal. 


Respectfully, 
Ah 
\ 


Harry A. McDonald 
Administrator 
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CHAPTER | 
INTRODUCTION AND SUMMARY 


In the short span of fifty years, rubber has become one of the most vital 
raw materials in the modern world, essential to the social and economic 
structures of all but the least developed nations. The easy mobility of people 
and materials, essential to the functioning of modern industrial economies, 
depends upon rubber. The flow of modern commerce would be impossible 
without rubber tires and tubes for automobiles, trucks, airplanes, buses, 
agricultural machinery, and even bicycles. Advanced experimentation in 
road-building using rubber compounds for surfacing promises another 
bulk use. Vital as mobility is to the civilian economy, it is the very 
foundation of our military might. In a day when modern warfare is 
keyed to speed and striking power, the rubber tire is as iraportant an 
item of military inventory as the airplane, the tank or the gun 

Although more than two-thirds of the United States annual consump- 
tion of rubber is for transportation items, there are also a host of other 
vitally important products made in whole or in part of rubber. Con- 
veyor belting, medical supplies, footwear, insulation for power and com- 
munication lines, rubber components of engines and machines are all 
indispensable in modern technology. 

Rubber products are being manufactured in greater quantity today 
than ever before, and new uses for rubber are being discovered daily. 
New rubber consumption in the United States has increased by almost 
60% in a deeade, from 781,000 long tons in 1941 to 1,260,000 long tons 
in 1952. 

While rubber has become indispensable to the domestic economy of 
the United States and to its war-time potential, nonetheless, until 1942, 
the country was wholly dependent upon overseas sources for this com- 
modity, 90% of which was imported from Southeast Asia. When the 
Japanese conquest of those areas effectively shut off this natural rubber 
supply, there was in stockpile and en route natural rubber insufficient 
for one normal year’s requirements. With the exception of a few thousand 
tons of specialty rubber capacity, there was no synthetic rubber industry ; 
there were only unexecuted plans for government construction of skeleton 
capacity. Synthetic rubber for general use had never been produced on 
a large seale. Practically no pilot plant work had been done. And yet, 
by the end of the war the United States was producing synthetic rubber 
at the approximate rate of 1,000,000 long tons annvally, a truly great 


scientific achievement. 
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Plants were built to produce three types of synthetic; GR-S, butyl 
and neoprene.t GR-S is a general purpose rubber, designed to replace 
natural for bulk uses, as in tires. It is produced by the joinder, known 
as copolymerization, of two chemicals, butadiene and styrene. Butadiene 
may be made from petroleum, using either butylene or butane as a feed- 
stock, or from alcohol. Styrene is produced from benzene and ethylene. In 
addition to building copolymer plants for the production of the GR-S itself, 
the government built facilities to produce butadiene and styrene, as the 
private capacity for the production of both of these chemicals was 
negligible. Butadiene plants of all three types, butane, butylene, and 
alcohol, were built. 

Buty! rubber has so far been used primarily for inner tubes because 
of its exceptional air retention qualities. It is produced from isobutylene 
and isoprene, both of which are petroleum refinery products. 

The facilities in the synthetic rubber program were built by the joint 
effort of the government and private industry. Financing of the program, 
requiring a capital outlay of almost $700 million, was undertaken exclu- 
sively by the government which provided also overall supervision, plan- 
ning, coordination, and control. Design and construction of the individual 
plants was assigned to a number of rubber, petroleum and chemical 
companies who have, for the most part, continued to operate them for 
the government’s account on a fee basis. Agreements for patent pooling 
and the exchange of information were entered into so that the individual 
operators of the styrene, butadiene and copolymer facilities could have 
the benefit of all of the technological information and operating know-how 
developed throughout the program. 

In all, fifty-one facilities were constructed. After the close of the 
war many of these, including four of the five styrene plants, were sold; 
however, the basic facilities for the production of butyl, butadiene, and 
GR-S and one styrene plant were retained. Since the close of the war 
major improvements have been made to the retained facilities, adapting 
them to process improvements and increasing their versatility and pro- 
ductive capacity. The rubber program today consists of twenty-nine 
facilities which are individually described in Appendix C.* They rep- 
resent total annual capacities of 860,000 long tons of GR-S and 90,000 
long tons of buty] rubber. 

The synthetic rubber program which first came into production in 
the early part of 1943, produced only a modest tonnage in 1944, but by 


1 The one neoprene plant built by the government has been sold to E. I. du Pont 
de Nemours & Company and will not be considered further 

* Wherever reference is made hereafter to the “synthetic rubber facilities,” unless 
the context otherwise requires, the phrase encompasses not only the copolymer or 
butyl plants which actually produce rubber but also the butadiene and styrene 


facilities. The same is true when reference is made to “synthetic rubber program,” 


“synthetic rubber production,” “synthetic rubber supply,” and so forth 
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May and June 1945, production reached an annual rate of almost a 
million long tons. With the end of the war and the renewed availability 
of natural rubber, production and consumption of synthetic rubber 
declined. 


OTTO 


In 1949, consumption amounted to about 400,000 long tons; there- 
after, consumption began to increase, and after the commencement of hos- 
tilities in Korea the demand for synthetic rose sharply. As a consequence, 
facilities which had been put in standby at the close of the war were 
reactivated, and the tempo of the synthetic rubber program was accele- 
rated. During most of this period the consumption of rubber has been 
subject to strict government control, but in April 1952 all controls pro- 
viding for the mandatory consumption of synthetic rubber were removed, 
and since then rubber consumers have had freedom of choice between 
natural and synthetic.*® 


Voluntary consumption of synthetic rubber in the year 1952 was 
806,500 long tons, of which 717,000 long tons were government-produced 
GR-S and butyl. While the United States still continues to be the world’s 
largest consumer of tree grown rubber, it consumes twice as much of the 
domestically produced synthetic rubber as it does of natural. Thus this 
‘war baby” is a baby no longer. 


Scope of Report 


The present legislative basis for the conduct of the government’s 
synthetic rubber program and for the exercise of controls in regard to 
the production and consumption of rubber is found principally in the 
Rubber Act of 1948. Section 2 contains the following declaration of 
policy: 


“It is the policy of the United States that there shall be main- 
tained at all times in the interest of the national security and com- 
mon defense, in addition to stockpiles of natural rubber which are 
to be acquired, rotated, and retained pursuant to the Strategic and 
Critical Materials Stockpiling Act, a technologically advanced and 
rapidly expandible rubber-producing industry in the United States 
of sufficient productive capacity to assure the availability in times 
of national emergency of adequate supplies of synthetic rubber to 
meet the essential civilian, military, and naval needs of the country 
It is further declared to be the policy of the Congress that the 
security interests of the United States can and will best be served 
by the development within the United States of a free, competitive 
synthetic-rubber industry. In order to strengthen national security 
through a sound industry, it is essential that Government owner- 
ship of production facilities, Government production of synthetic 


For a description of the various contrel mechanisms which have been employed 
from time to time, either to conserve the use of natural rubber or to stimulate the 
use of synthetic, and for a description of the steps in decontrol, see: Rubber: Fourth 
Annual Report by the Secretary of Commerce, pages 6-8 
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rubber, regulations requiring mandatory use of synthetic rubber, 

and patent pooling be ended and terminated whenever consistent 

with national security, as provided in this Act.” 

Taking this declaration of policy as the starting point, this report 
does not consider anew whether, in the long run, the manufacture and 
sale of synthetic rubber should or should not be a government function. 
Discussion is addressed, in the first instance, to the question whether 
disposal of the government-owned facilities at this time would be con- 
sistent with national security, and thereafter to the methods of disposal 
which are deemed appropriate to assure the “development within the 
United States of a free competitive rubber industry.” 


Summary of Report and Conclusions 


Because the ready availability of synthetic rubber is vital to our 
national security, disposal of the facilities must necessarily he contingent 
upon the assurance that, in private hands, they will be maintained as a 
yoing, progressive and readily expandable industry. Such assurance de- 
pends upon the ability of synthetic rubber to survive in competition with 
the natural product. In light of present conditions and those likely to 
prevail in the future, privately produced synthetic rubber would be fully 
competitive with natural, both technologically and in terms of price 
Moreover, it is expected that the future world requirements for new rub- 
ber will so greatly exceed the available supply of both natural and syn- 
thetic as to necessitate the construction of new synthetic rubber facilities 
to satisfy the demand. This fact not only permits disposal but compels 
it, unless the government is prepared to become further committed to the 
manufacture and sale of rubber 

In the transfer of these facilities to private ownership the disposal 
agency must create an industry pattern that, by avoiding situations of 
dominance and by assuring a supply of rubber to those users who do not 
purchase facilities, will permit the free operation of competitive forces. 
Because the number of possible situations is infinite, the Plan does not 
uupose rigid standards to whieh the industry strueture must be made to 
conform Rather, within the limits of stated poheyv oudes, it affords the 
disposal ageney the flexibility of action necessary to adapt the industry 
pattern to the specifie fact situations that may arise. 

Given this need for flexibility, sale of the facilities to the highest 
bidder in every instance under competitive bidding would be inappropri- 
ate. Accordingly, the Plan provides for the initial submission of indica- 
tions of interest on the basis of which the disposal agency shall, in con- 
sultation with the Attorney General and the Federal Trade Commission, 
enter into contracts for such sales for the facilities as will provide, on 
an overall basis, a satisfactory competitive pattern for the industry and 


recovery by the government of the fair value of the facilities. 
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A program affording such wide latitude to the disposal agency and 
relating to government facilities of such importance to the security inter- 
ests of the nation should be reviewed by Congress before becoming effec- 
tive. The Plan, therefore, provides that no sales shall become final until 
the Congress shall have had an opportunity to examine the program as a 
whole. If the Congress does not disapprove the sales, they shall be con- 
cluded and the unsold plants placed in standby, not to be offered for 
sale for one year. 

Because national security considerations permit the complete sever- 
ance of the government’s tics with synthetic rubber production the 
facilities should be sold outright. Whiie the disposal ageney should of 
course realize the maximum return for the facilities consonant with the 
attainment of a competitive industry, the specific price that can be 
received for them will depend upon a canvass of the market; therefore, 
no hard and fast rules for price determination are proposed. So that the 
market for the facilities will not be unduly restricted, it is proposed that 
80% of the sales price may be secured by a ten-year purchase money 
mortgage. 

The government, prior to the time of transfer, should schedule pro- 
duction so as to make available, when the plants are transferred, a 
maximum supply of rubber and its components compatible with foresee- 
able requirements. To ease the market stringency that may accompany 
transfer, this stock should be made available, to plant purchasers on a 
pro-rated basis, priced in conformity with government pricing policy 
immediately prior to disposal. 

Research in rubber should not be interrupted as a consequence of 
disposal. That research which is of direct interest to plant operations 
and commercial products clearly should be taken over by plant pur- 
chasers. It is recommended that the portion of the present government 
research program which will not be taken over by purchasers should be 
continued for one year after disposal. The question of future research 
is to be reexamined by the Congress at the end of that time, after the 


submission of a report and recommendations by the disposal agency 





230 DISPOSAL OF RUBBER PLANTS 
CHAPTER II 


NATIONAL SECURITY IN RUBBER 


At the outset the meaning of national security as it relates to rubber 
must be defined. In rubber as in all commodities there can be no security 
in an absolute sense. The lack of certainty in forecasts of either the 
duration of an emergency or the rate of consumption of a commodity 
renders it impossible to attain security merely by stockpiling a supply.' 
Security in rubber, as in other materials, must therefore depend primarily 
upon a technically advanced and progressive industry with productive 
capacity sufficient, when supplemented with stocks in being, to give rea- 
sonable assurance of adequate supply during any foreseeable emergency. 

The nation’s natural rubber stockpile is presumably adequate to 
fulfill the limited functions which a stockpile can serve and is indispensa- 
ble; however, as the Congress has recognized, the national security in 
rubber depends primarily upon the synthetic rubber producing facilities 
which the government now owns.” But, one may ask, in what way is 
national security in rubber better served when these facilities are operat- 
ing as a government-owned industry than it would be were the same 
facilities privately owned? Why, in the case of rubber, has a challenge 
been offered to the basic premise upon which American industrial might 
is organized? The questions themselves are alien to the American idiom. 
And yet, on all prior occasions when plant disposal has been under con- 
sideration by the Executive or the Congress (and indeed by industry 
itself), it has been the absence of assurance that a privately owned syn- 
thetic rubber industry would be able to survive in free competition with 
natural rubber that has proven the principal stumbling block to progress 
toward disposal. 

The nub of the national security problem may be stated as follows: 
While our national security demands a going, progressive, expandable 
synthetic rubber industry to supplement our stockpile and other sources 
of natural rubber, if synthetic rubber cannot successfully compete with 


‘Tt may be noted in passing that a stockpile of natural rubber equal to one year’s 
msumption of new rubber under peacetime conditions would, at present price levels, 
ost in the order of $750 million 

?It is a matter of common knowledge that our rubber stockpiling objectives, 
umbitious as they may have been, have been very substantially achieved. Indeed, 
it has been a matter of some concern among the rubber producing nations of 
Southeast Asia that the termination of stockpiling purchases would sharply and 
idversely affect the natural rubber markets. The rising world demand for new 
rubber has apparently largely compensated for the declining demands of our stock- 


piling program 
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* 


the natural product in a free market, private owners of the synthetic 
rubber facilities might, for economic reasons, abandon the production 
of rubber, divert the facilities to other uses, and lose the know-how and 
trained personnel essential to synthetic rubber production in the event 
of a recurrent rubber shortage. Similarly, rubber fabricators might adapt 
their facilities and techniques to the processing of the natural rather 
than the synthetic material and lose the skills necessary for prompt 
conversion.°* 

This is the same problem which caused concern when proposals for 
disposal were last formally canvassed by agencies of government. Two 
years or more have passed, however, and brief as this period may be, 
it represents nonetheless a significant segment in the limited life span 
of the synthetic rubber industry. During that time trends favoring the 
competitive position of the synthetic product, which were perhaps only 
barely perceived two years ago, have become firm, and certain data 
pointing to the potential strength of a synthetic rubber industry which 
may have been viewed with skepticism then, must be accepted as hard 
fact today. Therefore, it is imperative that the problems be appraised 
as of today, free of the fears, uncertainties and judgments growing out 
of the earlier inquiry. 

The President’s message recommending legislation to authorize 
plant disposal and the accompanying report* were premised upon the 
assumption that synthetic rubber could not be entrusted, unprotected, 
to the competition of natural rubber. Nevertheless, the President re- 
quested legislation authorizing plant disposal. It was proposed that the 
President be empowered to ensure the continued operation of the syn- 
thetic rubber facilities, at whatever rate might be determined as neces- 
sary in the interest of security, by subjecting the rubber industry to 
administrative controls designed to compel the production and con- 
sumption of synthetic rubber. It was felt necessary also to suggest that 
special inducements be offered to purchasers to mitigate the risks of 
entering an unproven industry. After extended hearings on the Presi- 
dent’s proposals, the Congress apparently concluded that the synthetic 
rubber industry should not pass from government to private ownership 
“half-slave and half-free.” No disposal legislation was enacted. Later 
reaffirmation of this Congressional attitude is found in the Conference 
Report accompanying the legislation of 1952, extending the life of the 
Rubber Act of 1948, where it is stated: 


’ Our experience in the latter part of World War II was that more synthetic 
rubber became available than the fabricators could process because of their lack 
of familiarity with it. 

4A Report to the President on the Maintenance of the Synthetic Rubber Industry 
in the United States and Disposal of the Government-Owned Synthetic Rubber 
Facilities by John R. Steelman, the Assistant to the President, January, 1950. 
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“The conferees recognize the desirability of placing this great 
industry in the hands of private enterprise. At the same time, the 
conferees recognize the fact that the security of the Nation and par- 
ticularly its security with respect to rubber must be foremost in the 
consideration of any disposal program. Before the Congress enacts 
legislation authorizing the disposal of these facilities the conferees 
are of the opinion that the Congress must be satisfied that there is 
no longer any necessity for any Government controls with respect 
to the production and consumption of synthetic rubber. The dis- 
posal program should envision a clean-cut separation of Government 
from the rubber industry.” 

It must be assumed, however, that if the competitive position of 
synthetic rubber in a free market is reasonably assured, then considera- 
tions of national security need no longer bar the transfer of these facili- 
ties to private ownership, but rather indeed should require such action. 


The Competitive Position of Synthetic Rubber 


The competitive position of synthetic rubber in a free market will 
depend of course upon technological and economic considerations. These 
are considered in turn, although, as it appears, there is a significant 
interplay between them in those areas of rubber use where the techno- 
logical superiority of the one product over the other is not large. 


Technological Competition 


Synthetic rubber is, in a sense, a misnomer. There are a variety 
of synthetics, each of which has characteristics which adapt it to par- 
ticular applications, and no one of which is chemically identical with 
natural rubber. The Special Type Rubbers, as their name implies, are 
specifically adaptable to particular uses, and in such uses are clearly 
superior to natural. Facilities for the production of these rubbers (other 
than butyl) are not government-owned, and they play no further .role 
in this report. It may be mentioned merely that total consumption of 
these rubbers in 1952 aggregated less than 5% of new rubber consumption. 


Butyl 


Thus far in the development of synthetic rubber technology, butyl] 
rubber has been used principally for inner tube manufacture. In this 
use it is definitely superior to, and has practically supplanted, natural 
rubber except for certain specialized service, as for example, use at the 
extremely low temperatures encountered in Arctic regions. It is indis- 
pensable to the production of the tubeless tire, only recently introduced. 

Butyl’s superior physical properties would dictate its use in prefer- 
ence to natural rubber, price considerations apart. As it happens, how- 
ever, it is the cheapest of the synthetic rubbers to produce, and today enjoys 
a major price advantage over both GR-S and natural rubber. Although 
the Rubber Act treats butyl as a special-purpose rubber, its adaptability 
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to tire carcass and tread use is presently being vigorously explored, and 
advancing technology may thus deprive this statutory characterization 
of validity. 


GR-S 


GR-S, which is compounded principally from butadiene and styrene 
in & process known as copolymerization, is the synthetic substitute for 
the bulk uses of natural rubber both in transportation and non-trans- 
portation applications. It is made available either as dry rubber or as 
latex, in a large number of formulations specifically adapted to par- 
ticular uses, and thus enjoys a fundamental advantage over the natural 
product. 

In passenger car tire fabrication generally, and particularly as tread 
rubber and camelback,® GR-S is now considered superior to natural rub- 
ber. Large size (bus, truck and aircraft) tires, on the other hand, con- 
tinue to be fabricated largely of natural rubber, and its superiority in 
this use is generally acknowledged. 

GR-S has not proven adaptable, for the most part, for surgical appli- 
cations and for certain industrial and military products. Although 
natural rubber is as yet largely irreplaceable for these uses, they do not 
account fer a large percentage of consumption. 

The footwear industry is a rapidly expanding market for GR-S, 
which is largely displacing sole leather. It is estimated that over 53% 
of the shoes produced last year were soled with synthetic rubber. In 
many industrial bulk uses of rubber, as for example conveyor belting, 
cable, et cetera, GR-S is fully as acceptable as natural. 


GR-S Latex 


Natural latex to date enjoys a clear qualitative advantage over 
synthetic. However, in many uses, particularly the manufacture of 
foam rubber for upholstery and bedding, larger quantities of GR-S latex 
are coming into use, since it is significantly less costly. Foreseeable 
technological development will make the latex capacity of the government 
facilities inadequate to the demand by a sizable margin. 

To sum up, it would appear that both butyl and GR-S have estab- 
lished their definite superiority to natural rubber for a great many bulk 
uses. Butyl’s quality superiority is decisive. Whether the margin of 
superiority of GR-S is so great, however, as to compel its use in prefer- 
ence to natural at a lower price is concededly debatable. The answer 
depends in part upon the amount of the price differential and in part 
upon the prospective duration of such a differential. That is to say, 
while GR-S and natural are interchangeable in use, processing techniques 


5 This is rubber used for recapping or retreading tire casings. 
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are somewhat different for the two materials, and it is questionable, 
therefore, whether production schedules and techniques established for 
GR-S fabrication would be lightly abandoned in the absence of assur- 
ance of a long term continuance of an appreciable price differential in 
favor of natural rubber. 

There can be no doubt that when synthetic rubber was in its rela- 
tive infancy, consumer preference ran to the natural product, but with 
the passing of time and the satisfactory experience the American public 
has had with rubber products as now fabricated, little weight can any 
longer be given to a supposed consumer preference for natural rubber. 
Similarly, fabricators have broadened their experience with the synthetic 
product. Fabrication is simplified by the superior conformity of the 
synthetic rubber to specifications. And, as noted, just as the changeover 
from the use of natural to synthetic created production problems of 
serious magnitude, so the difficulties to be anticipated in any substantial 
reversal of this process would necessarily temper any latent nostalgia for 


natural rubber. 
Price Competition 


While the foregoing discussion shows that synthetic rubber has fully 
established itself qualitatively in competition with natural, the possi- 
bility that this qualitative superiority, in many bulk uses at least, 
would not be sufficient to overcome a large and continued price differen- 
tial in favor of the natural product must also be acknowledged. There- 
fore, it is important to consider the likelihood of the development of 
such price disparity. 

The price of GR-S, since its first availability, has ranged between 
181% and 26¢ per pound, as shown on Chart 1. During the war years the 
government selling price was governed in large part by price controls 
and considerations relating to the economy generally rather than by the 
cost of producing the rubber, and a large operating deficit was incurred. 
Subsequently the government adhered to a policy of pricing synthetic 
on a basis which reasonably assured an excess of receipts over all costs 
including depreciation, capital costs (measured by the government’s 
cost of borrowed funds) and other appropriate charges. More recently, 
when the price of GR-S was reduced from 26¢ to 23¢ per pound in March, 
1952, a substantial operating surplus was anticipated. Appendix B-I is 
a comparative statement of operations for the fiscal years 1951 and 
1952, and Appendices B-II and B-III analyze the unit costs of GR-S 
and butyl for the same periods. It will be noted that in the case of GR-S, 
the profit per pound was 0.9¢ in both 1951 and 1952; for butyl the com- 
parable figures were 0.4¢ and 1.8¢. Budget estimates for the fiscal year 
ending June 30, 1953, which assume no price change for GR-S or butyl, 
indicate an operating surplus of about $48 million. 
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The cost of production and the pricing of synthetic rubber under 
government ownership afford only limited guidance for an estimate of 
costs and price under private operation. In many respects significant to 
cost, past experience will have differed widely from what may be antici- 
pated under private ownership. For example, pricing is based upon 
system-wide costs. There are wide disparities, however, in the probable 
feedstock costs which will be experienced by certain facilities as against 
others under private and separate ownership, and it may be expected 
that the higher-cost producers will exert an upward pressure upon market 
price. Additional disparities between operating costs of the respective 
facilities may, in certain instances, be offsetting factors; in others they 
may serve to accentuate the upward pressure. 

Styrene is, of course, an important ingredient of GR-S. The govern- 
ment has procured a large part of the styrene content of GR-S at cost 
from the facility at Torrance, California and, until very recently, pur- 
chased much of the remainder at substantially below market price from 
the four styrene facilities, which the government sold immediately after 
the war, under eontracts reserving a substantial percentage of their 
capacity for government use at prices approximating the cost of produc- 
tion. Government styrene costs today continue to reflect the low cost 
supply from the Torrance plant and reflect, as well, savings resulting 
from the magnitude of system-wide purchasing. 

In the integrated operation of the facilities it has been possible to 
schedule production so that, generally speaking, each plant has produced 
fewer types of polymers than would be likely were the plant supplying 
all of the demands of either a particular consumer or of a competitive 
market. While the resultant operating economies may not be large, they 
cannot be ignored. 

On the other hand, not all of the costs of production under govern- 
ment ownership will be reflected as such under private operation. For 
example, the government has been paying the private operators of the 
plants a management fee which may fairly be considered as a profit under 
private operation rather than a cost.° So, also, the costs of program 
supervision (Washington office expense) would not be sustained in a 
private operation. 

The more important variables which would enter into price deter- 
mination are chiefly: feedstock costs, capital costs, depreciation expense, 
research and development expense, selling expense and finally profit 


6 Throughout the life of the synthetic rubber program, to December 31, 1952, the 
iggregate of fees paid to plant operators has been approximately $127 million. In 
1952 the fees totalled in excess of $11.6 million of which approximately $4.5 million 
was paid to butadiene plant operators, $4.3 million to GR-S plant operators, $2.2 
million to butyl plant operators, and $580 thousand to styrene and miscellaneous 


chemical plant operators 
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margins and income tax. A fertile area for speculation exists concerning 
the effect of these cost factors on selling price in a privately owned indus- 
try, but they do not lend themselves to accurate forecasting.‘ It would 
seem likely, however, that for some period of time subsequent to disposal, 
the price of privately produced synthetic rubber will exceed the govern- 
ment’s selling price, if the government’s present pricing policy continues 
to prevail. 

There can, of course, be no valid forecasts of the future price of 
natural rubber. Chart 1 shows the historical market price of natural 
rubber; the only period of stability was during the war when there was 
very little rubber and very complete price control.” The price range. of 
GR-S is also shown. 

A judgment whether synthetie rubber can compete with natural will 
rest more firmly on supply-demand forecasts than it will on speculation 
concerning the possible future price relationships between the two com- 
modities. As history has proven, the essentiality of rubber is assurance 
of its continued usage, and, therefore, the gap between new rubber de- 
mand and natural rubber availability can be taken as the measure of 
minimum synthetic consumption 

Before considering the prospective supply-demand relationship for 
new rubber, it may be well, however, to note the data concerning United 
States consumption of synthetic in the years since the war. As stated 
earlier, the Rubber Act of 1948 imposed certain minimum consumption 
standards and authorized executive action to compel consumption in 
excess of the statutory minima if considered necessary. From time to 
time such action was taken. However, in all the years since World 
War II, United States consumption of government-produced synthetic 
rubber has always exceeded these requirements. The actual consumption 
of all synthetic rubber (government, private, and imported) by years, 
for the period 1946 to 1952, was as follows: 


Year Long Tons Year Long Tons 
PE dc See ba 761,700 PP issatwns ns Se 
Ne eis whee Sitione es 559,700 1950 .. .. 538,300 
PE ewes eee ee 442,100 ae See eee .. 758,900 
TOO wc cavcinscss See 
‘Tt may be a matter of interest nonetheless that in an article appearing in a 


publication of the Natural Rubber Bureau, which represents the Malayan rubber 
industry, the prospective price of synthetic rubber under private ownership of the 
industry has been estimated as ranging as high as 30¢ a pound. Natural Rubber 
News; January, 1953 

“Rubber prices are quoted for No. 1 ribbed smoked sheets (R.SS.). Although 
GR-S is not strictly comparable with any particular grade of natural rubber, it is 
generally considered interchangeable with No. 3 RSS. which sells at prices ranging 
from ’é to 2%¢ below No. 1 RSS. depending upon the supply and demand status 
of the market. As this report is prepared, the spot price of No. 1 RSS. in the 
New York market is 28¢. 
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The supply-demand relationship for new rubber in the free world 
is reflected by Chart 2, which shows actual supply and demand for 1930 
through 1952 and shows projections, first through 1958, and then to 1975.” 
The forecast for the period through 1958 has been derived principally 
from industry sources. The forecast for the period 1958 to 1975 is derived 
from the Paley Commission Report, and purports to project long term 


trends rather than precise periodic estimates.'® The forecasts of natural 
rubber availability to the world for like periods, also shown in Chart 2, 
are derived from the same sources. 

The significant thing to note on Chart 2 is the widening gap which 
is disclosed between supply of natural rubber and the total demand for 
new rubber. The indicated deficiency of natural rubber in 19547 is 
765,000 long tons and increases to 1,100,000 long tons in 1958. For all 
practical purposes, this deficiency must be satisfied by United States 
synthetic capacity.’ 

Total United States synthetic rubber capacity today is approxi- 
mately 1,050,000 long tons annually. Of this, 950,000 long tons are 
government-owned, the remainder being private.’* These figures, how- 
ever, are all-out capacities attainable only by the discontinuance of the 
manufacture of certain types of GR-S. When all present types are 
manufactured, government capacity is in the order of only 910,000 long 
tons. Even if total government capacity were sold, therefore, one may 
conclude that the short term demand (to 1958) for synthetic rubber will 
tax the productive capacity of all present facilities. Even more important 
is the fact that if, as is possible, some portion of government capacity is 
not initially sold, then certainly those rubber producing facilities which 
are transferred to private ownership will find their total output in high 
demand. 

Conditions inherent in natural rubber cultivation buttress this con- 
clusion. New rubber plantings require seven years of maturation before 

® These figures are exclusive of production, absorption or consumption of rubber 
in the Iron Curtain countries. While there are reports from time to time of specific 
withdrawals from the world rubber supply by the Iron Curtain countries, the avail- 
able data on this subject are unreliable 

10 The Paley Commission report does not provide year by year estimates as 
might be assumed from the chart presentations. The report merely contains certain 
textual conclusions which are here portrayed in graphic form. Resources for Freedom 
(A Report to the President by the President's Materials Policy Commission), Vol. II 
p. 99, et seq, Washington, June, 1952 

11 The first revelant year would appear to be 1954, since disposal prior to the end 
of 1953 is, in any event, unlikely 

12 Apart from the United States, synthetic rubber production is presently carried 
on only in Canada and Western Germany. Annual Canadian capacity is approxi- 
mately 75,000 long tons and German capacity 5,000 long tons. While there has been 
a certain amount of planning for additional synthetic capacity in other nations, it 
has not progressed beyond the paper stage, and in any event, the aggregate capacity 
under discussion is not significantly large in relation to world tonnage 

13 The private capacity is limited to neoprene and other special purpose rubbers 
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affording any appreciable yield; therefore, even if new plantings fan 
vevond present estimates have been undertaken, they could not substan- 
tially affect the availability of natural rubber in this decade. 

While the short term forecasts thus give assurance that the synthetic 
facilities will be kept in productive use, the long range forecasts indicate 
the necessity for a greatly expanded synthetic capacity. As Chart 2 
shows, the rapidly mounting demand for new rubber, estimated to reach 
5,000,000 long tons in 1975, can be met only partially by the slowly 
accelerating production of natural rubber The indicated deficiency of 
2,900,000 long tons therefore suggests the need for greatly expanded syn- 
thetic rubber capacity. Discounting these forecasts with all of the eaution 
which conservatism may require there appears to be no real possibility ¥ 
that natural rubber may come into the market in sufficient amount, over 
a sufficient period of time, to present a genuine threat to the market 
position of the synthetic product. 

lo be sure, just as in the past there have been varying price differ- 
entials between the different grades of natural rubber, reflecting among 
other things the normal imbalances of supply and demand for rubbers of 
specihe type or grade, so also the possibility of price disparities between 
natural rubber and synthetic depending upon ephemeral market condi- 
tions may be anticipated. 

However, if any major changeover from synthetic to natural con- 
sumption took place because the price of natural was low, it would have 
the tendeney to push up the price of natural and thus eliminate the very 
price differential that induced the changeover in the first place. It may 
be noted, in this connection, that when all controls over the use of 
natural rubber were removed, in April, 1952, the ratio of natural rubbei 
to all new rubber consumed increased only slightly; moreover, the price 

natural rubber advanced rapidly to well in excess of the price for GR-S 
The conclusion follows that in general, and over significant periods 


of time, the volume demand for synthetic rubber will not be threatened 


. 
by price competition from the natural product. Rather it may be 
issumed that the two materials, so long as they remain substantially 

interchangeable in use, will find a market at generally competitive ; 

prices 

' Implicit throughout the discussion of future demand is the premise that the 
tal demand for rubber does not vary greatly as a function of its price. The rela- 
lack of influence of rubber price on rubber demand is explainable in part by 
fact that rubber products generally ave components of some larger end product 
ind in part by the fact that labor and other costs greatly outweigh raw material 
sts in rubber products themselves. This rigidity of demand is important in two 
espects. It protects the high demand curve for new rubber from appreciable drops 
duc o those periodic upward price fluctuations which may be expected in_ the 
uth market generally And 1 ssures that the market for svnthetie created by 
excess of total demand over natural supply will not be importantly disturbed 


the selling price for svnthetic should it be several cents pei pound above natural 
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While the rubber producing areas of Southeast Asia are attempting 
modifications in their rubber culture designed to improve both the yield 
of their plantings and the quality of their product, the progress that 
has been made in this country in the last dozen years gives reassurance 
that in a contest of technologies synthetic rubber has nothing to fear 
from the natural product. Rather, through the healthy competition of 
the two industries, rubber fabricators and consumers may lock forward to 
an improved supply of an improved product 

While it is clear, then, that a synthetic rubber supply is essential 
to make up the deficit between natural rubber and the world demand for 
new rubber, consideration must also be given to the question whether 
the present government facilities can successfully compete for this mar- 
ket under private ownership and free competition. So long as the syn- 
thetic industry is monopolized and an absolute deficiency of rubber con- 
tinues, within very broad limits, costs of production and selling price of 
the synthetic product are not of themselves determinants of consumption; 
the market will absorb the high cost product unless price becomes pro- 
hibitive.'® It is important to consider, however, whether, upon a termina- 
tion of monopoly conditions, the government facilities can be economic- 
ally continued in productive use m private hands, or whether because of 
technological or scientific obsolescence, or because of other character- 
istics related to costs, new facilities would, by their superior efficiency, 
render the government facilities non-competitive. 

For this reason among others, the Corporation retained a qualified 
private engineering firm to undertake an independent engineering evalua- 
tion of the facilities under a contract specifically requiring appraisal of 
the obsolescence factor in the light of contemporary scientific and tech- 
nological development. It is recognized, of course, that the element of 
obsolescence is bound to play a significant role in the subsequent deter- 
mination of the prices at which the facilities may be sold, and it is not 
the purpose here to anticipate that issue to the possible prejudice either 
of the government or of potential purchasers.'® It must be stated, how- 
ever, that neither the Corporation’s experience during the years of opera- 
tion of the facilities, nor the reports submitted by the independent engi- 
neers, give any basis for concern lest the design or operating characteris- 
ties of the government facilities render them obsolete. Moreover, and 
most significantly, substantially all of the separate facilities, either for 
the production of butyl, petroleum butadiene or the copolymerization of 
rubber are essentially comparable, and therefore there is no such dis- 


15 Note for example that purchases of natural rubber continued in 1951 not- 
withstanding the enormous increase in price 
16 This issue has already been anticipated by a spate of contemporaneous news- 


paper and periodical comment suggesting the imminence of radical changes in 
xvnthetic rubber technology 
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parity in the operating characteristics of these plants arising out of 
design or construction as should render them non-competitive one with 
another for their respective functions. Thus, there need be no concern 
that disposal would, of itself, have the effeet of reducing the productive 
use of the facilities as a whole." 

Although it is clear that upon disposal the facilities will continue 
to be productively employed in the manufacture of synthetic rubber, as 
a matter ol common prude nee, contracts of sale should require that they 
be maintained in such physical condition as would assure their prompt 
availability for rubber production in the event of national emergency. 
Inclusion of such a “National Security Clause” has been common prac- 
tice in the disposal of numerous government wartime facilities, and no 
difficulty need be anticipated in its acceptance by prospective purchasers 
of these plants. 

The situation described in this chapter should go beyond dispelling 
any concern that synthetic rubber cannot survive in competition with 
natural; it suggests an imminent need for additional synthetic capacity. 
Thus one must conclude that national security considerations not only 
permit the disposal of the synthetic rubber facilities to private owner- 
ship, those same considerations compel such disposal unless government 
is prepared to broaden its commitments in the field of synthetic rubber 
and expand the capacity of government-owned facilities.'* 

This is not to say that this nation must turn its back upon natural 
rubber sources in an intemperate drive for total self-sufficiency in rubber 
notwithstanding the availability of natural rubber at a reasonable price. 
Thus to disturb the economic stability of Southeast Asia, whose economic 
and social structure is rooted deeply in its rubber expoits, would poorly 
serve our aspirations for security in a peaceful community of nations. 
Even assuming an expanded supply of natural rubber, of which the 
United States would continue to take a major share, the demands of the 
free world for new rubber are likely to require an expansion of domestic 
synthetic capacity. 

If progress toward disposal is made promptly, the degree and timing 
of that expansion may safely be left for determination by the interplay 
of competitive forces, both economic and technological; thus determined, 
our security in rubber and the well being of the rubber producing and 


consuming areas of the free world will best be served. 


17 These conclusions do not apply to the alcohol butadiene facilities. They pre- 
sent a separate problem discusse d at page 34. 

'S One cannot assume that private facilities will be provided so long as the 
government continues operation oO! its facilities See page 33 infra. 
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CHAPTER Ill 


FASHIONING A COMPETITIVE INDUSTRY: 
DISPOSAL PLAN 


As the Rubber Act itself declares, plant disposal cannot be regarded 
as an end in itself, its purpose is to achieve a free competitive private 
industry to better serve the nation. The motivation for disposal does 
not stem from the failure of the government program; on the contrary, 
the program has been a boon to the rubber fabricator and the rubber 
consumer, and, in its post-war operation, has not been a burden upon 
the taxpayer. It will be generally acknowledged that the integrated 
operation of the synthetic rubber facilities under government aegis has 
been a salutary stabilizing influence in the rubber products industries, 
and has done much to assure to the American public not only its supply 
of essential transportation rubber, but many other less essential goods 
and services which would otherwise have been unavailable during the 
period of rearmament. 

Even the onset of hostilities in Korea and the attendant threat to 
our supply of natural rubber, coupled as it was with a five-fold increase 
in the price of that commodity, resulted in no more than an ephemeral 
dislocation of supply. This is not to say that no rubber fabricators or 
consumers suffered hardship but rather to stress that in broad perspective 
the post-war history of the rubber corsuming industries has, from the 
supply point of view at least, been relatively stable, secure, and reassuring 

The satisfactory operating experience of the rubber industry in the 
post-war years is convincing evidence on this score. One aspect of their 
operations deserves comment. Historically, large consumers of rubber 
have been beset by inventory problems of major importance. Three of 
the largest rubber companies established plantations, two in Southeast 
Asia and one in Liberia, to secure a measure of independence in their 
supply. With raw material sources located thousands of miles from 
points of fabrication, subject to the hazards of an agricultural crop and 
subject also to the restrictive trading policies of the rubber producing 
nations, it had been necessary for the American rubber industry to main- 
tain large inventories, and to engage very largely in commodity trading. 
Errors in market judgment were sometimes large, and as a consequence 
the pre-war pattern of rubber industry earnings frequently reflected the 
vagaries of the natural rubber market. 

Moreover, not only were profits subjected to wide fluctuation be- 
cause of raw material price and supply instability, but also large propor- 
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tions of the industry’s capital funds were tied up in inventory. In recent 
years, by way of contrast, inventory tonnage has declined sharply, even 
in the face of mounting production and sales, thus releasing capital for 
other purposes 

The impressively successful history of the government program sets 
a correspondingly high achievement goal for a disposal plan. This is 
not to deprecate the advantage for the rubber consuming community 
which may be gained from the technological and economic dynamism 
that distinguishes competitive enterprise from monopoly, whether gov- 
ernmental or private. It indicates, however, the high premium to be 
placed upon the formulation of a program of disposal which will cast 
the industry in a pattern in which competitive forces will have the 
maximum opportunity to operate. The economic and technological char- 
acteristics of the synthetic rubber facilities themselves, and of the rub- 
ber, petroleum and chemical industries as well, do not provide the most 
malleable material to bring into conformance with this aim and the 
standards of our antitrust laws. 

It must be recognized at the outset that “small business,” no matter 
how broadly that term may be construed, cannot be the instrument by 
which plant disposal will be effected or competition in the synthetic 
rubber industry achieved. The size of the facilities alone would contrib- 
ute to this result in several ways. Most obviously, capital commitments 
for plant acquisition would be large. Further, the working capital require- 
ments would range from perhaps $1 million for a typical butadiene plant 
to perhaps $3 million for a copolymer facility, and the annual output 
of the plant would require sales in the tens of millions. Finally, it may 
be questioned whether a “small business” could bring to such an opera- 
tion the technical personnel and financial resources required to maintain 
its position in a progressive and competitive industry. 

While entry into the synthetic rubber industry may be closed to 
“small business,” a vigorous competitive structure would be more readily 
established were the field to attract recruits from outside the rubber 
consuming industry. However, the dominant characteristic of the United 
States market for new rubber, the very small number of large consumers, 
and the large number of small consumers, may serve to discourage new 
entrants while, as is later discussed, this characteristic at the same time 
emphasizes the desirability of that eventuality.' 

The most likely purchasers of the synthetic rubber facilities are the 
rubber, petroleum, and chemical companies now operating them for the 


‘The text describes the situation insofar as GR-S is concerned. The situation in 
regard to butyl is different. The entire butyl supply is furnished by only two plants, 
each with a capacity substantially in excess of the requirements thus far of any 
single consumer. Thus, neither facility is dependent upon a single customer, and a 


reasonably diversified market exists 
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government's account. Obviously, the desire of the rubber companies to 
control the source of their raw material supply, and of the petroleum 
companies to maintain an outlet for their refinery products, provide an 
initial business incentive to this result. Additionally, the present operators 
of these facilities have acquired a familiarity with management and 
operating problems that places them at an advantage over newcomers 
to the field.” 

The likelihood that disposal will in large part follow this pattern is 
enhanced by the circumstance that many of the facilities are dependent 
for their efficient operation upon adjacent facilities owned by the present 
operators which were never part of the government program. Such de- 
pendence rests upon feedstock supply in the case of the butyl facilities 
and several of the butadiene plants, and in some instances, upon the 
supply of essential utilities such as steam, electricity or water. This 
dependence is not absolute from an engineering viewpoint, but in most 
instance severance can be achieved only at the cost of substantial 
economies. 

A major problem in disposal will be the establishment of satisfactory 
arrangements between suppliers of butadiene and copolymer plant owners. 
While other large scale uses for butadiene may develop, should an ade- 
quate supply become available, thus far its only large scale use is in rubber 
synthesis. Thus, a butadiene plant will prove an attractive investment 
only if there is a copolymer plant outlet for its product; a copolymer 
plant, similarly, is valueless without a butadiene supply. It may be ex- 
pected, therefore, that a purchaser would deem it a necessary prerequisite 
to a definitive commitment for the acquisition of either type of facility 
that he have an assured outlet or source of supply, as the case may be 

A butadiene plant is similarly dependent upon feedstocks, in this 
ease butane or butylene, which are petroleum refinery products. Thus, a 
prospective purchaser of a butadiene facility must be assured of a butane 
or butylene supply to match any commitments which may have been 
made to supply butadiene, commitments which, it has been indicated, are 
likely to prove necessary if copolymer facilities are to be sold; for this 
reason, the purchaser interest for the major butadiene facilities will 
almost certainly be confined to petroleum refiners. 

Disposal of the facilities, whether to present operators or others, 
is likely to have the effect, therefore, of fostering a tendency toward 
industrial integration. Moreover, the situation which has been outlined 
in regard to feedstocks may reinforce this tendency, and carry it a step 


This influence on the side of purchase by the present operators should not, 
however, be overstated. Newcomers would be assured the advantages of the patent, 
research and operating agreements to which the government is a party, which con- 
tain provisions designed to assure to piant purchasers the patent rights and technical 
information necessary to the continuance of operations. See page 35 infra. 
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further. Many of the butadiene facilities have as their logical market 
an adjacent copolymer facility, and the copolymer plant in turn is de- 
pendent for its operation upon a supply of butadiene which may best be 
assured from the adjacent butadiene facility. This mutual interdependence 
may, in certain instances, create an occasion for integration of both the 
butadiene and copolymer facilities with a rubber fabricator or, for that 
matter, with a petroleum enterprise 

While such developments may not be consistent with popular con- 
ceptions of a desirable organization of industry, the hard fact remains 
that they would not form a new pattern in our economy but rather would 
conform to already clearly defined patterns. It would be difficult to 
name a single major industry in which we do not find comparable integra- 
tion. Steel, copper, aluminum, automobiles, to name but a few, are thus 
characterized. On the other hand, it must be acknowledged that there 
have grown out of this pattern instances of trade practices detrimental 
to effective competition; therefore, while a disposal program may well 
follow this pattern of industriai organization, it must be fashioned with 
sensitive regard for these problems and provide safeguards against the 
difficulties of which we are forewarned. 

In the light of what has been said, it is apparent that, among others, 
two basic problems present themselves for solution if a climate for effec- 
tive competition in the new industry is to be assured. The first is to 
assure such diffusion of capacity (butadiene, styrene, butyl, or copoly- 
mer) among a number of purchasers so that all may function efficiently 
and yet so that none of them stands in so strong a position as to dominate 
the field 

A second basic problem is to develop, for rubber fabricators gen- 
erally, a truly competitive source of synthetic rubber supply. This would 
not be provided if the pattern of disposal were so to allocate the plants 
that their output would be wholly captive to the demands of their 
owners, as fabricators, for synthetic rubber. 

These problems may appear less formidable when considered in the 
context of specific proposals rather than as abstractions, and accordingly 
the following pages will outline the recommended plan for disposal, and 
conclude by discussion of its adaptability to the problems at hand. 


Program for Plant Disposal 


Since disposal must proceed contemporaneously with the operation 
of the rubber program, it is assumed that the responsibility for effecting 
disposal will rest with the agency charged with operating the program. 
Tlie Plan, for which legislative authorization would be required, is as 
follows: 


1. The agency shall invite, upon adequate notice and advertisement. 


assumed to be not less than 90 days, indications of interest (bids) for 
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the purchase of the facilities. Data concerning the plants which may 
reasonably be required for the submission of a bid will be furnished by 
the agency upon inquiry, if it is satisfied that the inquiry evidences a 
bona fide interest. 

(a) Bids shall be in writing, and shall contain among other 
things the following information: 

(1) Identification of the party in whose behalf the bid is 
submitted, including the business affiliations of such party. 

(2) The facility or facilities which are proposed to be 
acquired, and the order of preference if more than one facility 
is proposed to be acquired. 

(3) The arrangements, if any, which have been entered 
into, formally or informally, for the supply of feedstock to the 
respective facilities proposed to be acquired, or the disposition 
of the end products thereof. 

(4) The price proposed to be paid for each of the facilities, 
and, if such price is not proposed to be paid in cash, then the 
major terms and provisions of the financing arrangement pro- 
posed. 

(b) Should it become necessary to the effective prosecution 
of the program for sale, the agency may disclose the contents of the 
indications of interest at such time, in such manner, and to such 
extent as it deems appropriate. 

(c) Bids shall be accompanied by a cash deposit, equal to one 
per cent of the gross bid but not exceeding $100,000 
2. Promptly after the termination of the period for the receipt of 

bids, and for a period not to exceed six months thereafter as may be 
determined and publicly announced by the agency, it shall negotiate 
with bidders for the purpose of entering into definitive contracts of sale, 
which shall be binding and effective as to the agency and the bidder, 
subject only to the further procedures specified in paragraph 6 below. 

(a) In conducting these negotiations the agency shall be guided 
by the following criteria: 

(1) The government should realize the full fair value of 
each facility. 

(2) The facilities should be disposed of in such manner as 
best to provide for fair and effective competition in the produc- 
tion and marketing of synthetic rubber and its components. 
(b) The agency shall, after consultation with the Federal Trade 

Commission and the Attorney General, determine, as a matter of 
overall judgment, the sales which will achieve maximum conformance 
to these criteria, taken together and not severally. 

(c) All contracts of sale shall provide, among other things, that 
the contracts shall become fully effective upon the completion of 
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the procedures provided in paragraph 6 below, and that the trans- 

fer of possession of the facilities shall be effected as promptly as 

practicable in accordance with the agreement of the purchaser and 
the agency, but in any event within a uniform, reasonable period 
after the effective date, say 60 days (transfer period). 

3. Upon termination of the transfer period, the agency shall dis- 
continue the sale of rubber and rubber components except as provided 
in paragraph 4. 

4. Prior to the termination of the transfer period, production of syn- 
thetic rubber and its components for the government’s account shall 
continue upon the direction of the ageney, which shall schedule the 
operation of the facilities so as in its judgment to provide a maximum 
supply of synthetic rubber and its components as of the close of the 
transfer period. During the period of one year after the termination of 
the transfer period, the agency shall offer for sale to the purchasers of 
facilities the rubber or its components held by the agency at a price 
determined in accordance with the pricing policy of the agency prevail- 
ing at the time of sale of the facilities, in amounts prorated in accordance 
with the ratio of the capacity of each facility purchased to the total 
capacity of all such facilities sold. Any rubber or rubber components 
not thus sold shall thereafter be disposed of by the agency in such man- 
ner as it deems advisable. 

5. Upon the termination of the transfer period, the properties which 
shall not have been sold shall be placed in standby as promptly as pos- 
sible consistent with sound operating procedures. These properties shall 
not thereafter be operated for the account of the government except 
pursuant to further Act of Congress. After one year after the termination of 
the transfer period, these facilities may be offered for sale by the agency 
at competitive bidding or in such other manner as in its judgment will 
realize the maximum return upon the government’s investment, con- 
sistently with maintenance of fair and effective competition in the indus- 
try. 

6. (a) As promptly as practicable after the termination of the 

negotiating period provided in paragraph 2, the Corporation shall 

prepare and submit to the Congress a report setting forth: 

(1) The steps taken to elicit bids; 

(2) The bids received and the sales proposed to be made; 

(3) In the event that there may have been a financially 
more advantageous offer for a particular facility than the offer 
accepted, a statement of the reasons why such sale is proposed; 

(4) The steps proposed to be taken to place the unsold 
facilities in standby; 

(5) An inventory of the government’s then current stocks 
of rubber and rubber components; 
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(6) A program and budget for the conduct of government 

research in rubber for the year following the transfer period. 

(b) The report shall be submitted to both Houses of Congress 

on the same day and while each is in session. Upon expiration of 

30 days of continuous session of the Congress following the date 

upon which the report is submitted to it, the agency may proceed 

to carry out the proposals, as outlined in the report, for the sale of 

facilities and for the placing of facilities in standby to the extent 

that these proposals are not disapproved by either House of Con- 
gress within the 30-day period." 


Disposal Under the Plan 

The salient feature of this program is its provision that no plant 
shall be disposed of until the pattern of disposal can be seen in the 
round, and that no individual plant dispositions shall take place except 
as a part of a whole program. Complementary to this is the provision 
that no final commitments for disposal shall be made by the government 
until after Congress shall have had an opportunity to examine the pro- 
gram as a whole. Nor does the plan propose any specifically detailed 
substantive criteria for disposal concerning such vital matters as indus- 
try structure or sales price. This does not follow from a judgment that no 
criteria may be established in advance, but because of the judgment 
that the most difficult and most controversial problems do not lend 
themselves to ready-made doctrinaire answers, while the simpler ones 
do not need them. 

The proposal that the disposal agency be governed by general policy 
guides rather than by rigid criteria allows it the flexibility necessary to 
adapt the pattern of disvosal to the facts as they may present them- 
selves. Since the number of possible situations (in terms of identity of 
bidder, amount offered, plant or plants desired) is infinite, the disposal 
plan should not preseribe rigid rules which may not prove applicable 
to particular cases that may arise. It follows that the precise industry 
pattern which may be evolved will depend upon the material with which 
the disposal agency must work. In recognition of this fact, the Plan, 
by providing for the initial submission of indications of interest, furnishes 
the mechanism for effectively testing the market for the facilities,‘ and 
renders concrete the problems to be solved. 

While the indications of interest will reveal the potentialities of the 
market, they cannot of themselves determine who shall be the purchasers 


The period of time suggested for Congressional review has been borrowed from 
the somewhat comparable provision of Sec. 19 of the Surplus Property Act of 1944. 
58 Stat. 765) 

‘In order that the disposal ageney may be assured that indications of interest 
will be submitted only by persons willing and able to negotiate for the acquisition 
of the facilities in good faith, a relatively modest cash deposit is required. 
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of the facilities, for the highest offers might result in an unsatisfactory 
industry pattern. Therefore, although the disposal agency should and, 
other things being equal, would negotiate with the highest bidders, it 
must retain the flexibility, which the Plan accords it, to do otherwise in 
appropriate circumstances. Given this latitude, however, the appropriate- 
ness of Congressional review is manifest. The circumstance that the 
agency may feel required, in the interest of competition, to negotiate 
with the lower of two offerors would seem to call for a full presentation 
of these facts to the Congress before proceeding to close the transaction. 
Paragraph 6 of the Plan so provides. 

A patent threat to a satisfactory industry structure would be pre- 
sented by instances of undue concentration of plant capacity for any of 
the several stages of synthetic rubber production, namely, butadiene and 
styrene manufacture or butyl or GR-S copolymerization. Dominance 
obviously might result if a single purchaser were to acquire too large 
a proportion of the total of a particular type of capacity. But dominance 
is not to be measured merely as a quantitative matter. Jt might result 
also from the acquisition of perhaps two plants which, because of their 
superior location or operating efficiencies, would place their owner in an 
unduly favorable competitive position. 

Undue competitive advantage might accrue from another type of 
combined acquisition, namely, the acquisition of facilities for two or 
more of the several steps in synthetic rubber production. While such 
integration might, in certain circumstances, contribute to the creation 
of an overall disposal pattern of maximum advantage, the disposal agency 
must be free to reject purchase proposals for an integrated operation if 
it appears that such integration would create an instrument for unfair 
competition. 

The need for flexibility of action by the disposal agency to avoid 
undesirable concentration is sharply pointed up by the circumstances 
presently prevailing in two specific areas, namely, the butyl facilities 
and the butadiene plant at Port Neches, Texas. 

Both butyl plants were built and operated by and receive their feed- 
stocks from subsidiaries of Standard Oil Company (New Jersey), and 
the butyl patents are the exclusive property of another Standard sub- 
sidiary. It will be recalled that the peculiar physical properties of butyl] 
render it a uniquely valuable commodity, superior to natural rubber or 
GR-S for certain uses.” The question thus presented is whether, as a 
consequence of disposal, Standard should be permitted to monopolize the 


5 


butyl supply. 
While it is true that Standard pioneered the research in butyl] rub- 
ber prior to the commencement of the rubber program, and holds the 


5 See page 8. 
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basic patents in the field, development of the butyl market was effected 
as a consequence of the government’s rubber program, and plant con- 
struction was government-financed. Facilities disposal should not leave 
the important market thus created without the protection normally 
afforded by competitive sources of supply. 

On the other hand, it may not prove necessary to forbid acquisition 
of both of the present buty] facilities by Standard. Standard has rep- 
resented publicly that it will fully license butyl production on a reason- 
able royalty basis, and make available to any licensee its technical know- 
how in the field of plant design and butyl production. Therefore, if it 
should appear at the time of disposal that an additional competitive 
source of butyl would be reasonably assured to the market,’ Standard 
need not necessarily be barred from the acquisition of both existing butyl] 
facilities, assuming that it made the most attractive price offer for them. 

Another example of the necessity for affording the agency flexibility 
to determine with whom to negotiate without sole regard to price is 
found in the special instance of the butadiene facility operated by the 
Neches Butane Products Company. This plant has an annual capacity 
of over 180,000 short tons, which approximates 30% of the total petro- 
leum butadiene capacity in the program.’ Moreover, in part because of 
its size, it operates at the lowest conversion cost of any of the butadiene 
facilities in the program, and it is favorably located in relation to feed- 
stocks. Thus, the continued operation of this facility as a single entity 
would certainly present grave problems if undue concentration of 
capacity and industry dominance in the field of butadiene production is 
to be avoided. 

Without intending to prejudge the problem, it may be noted that the 
design and construction of this plant permit its division, with a certain 
amount of adjustment, into two separate units of substantially equal 
capacity.. Were this the solution, operating arrangements would be re- 
quired with regard to the utility system, which is not divisible, the tank 
farm and perhaps other operating units. Disposal of this plant is com- 
plicated further by the circumstance that it is presently operated jointly, 
through Neches Butane Products Company, by four major oil companies 
who furnish most of its feedstock. 

Considering the nature of the problems presented, it would be most 
unlikely were there not a series of alternative solutions. Whatever may 
be required, it will take considerable latitude, on the part of the disposal 
agency and prospective purchasers alike, to work them out with maximum 


® The present butyl plants have an annual capacity of approximately 45,000 long 
tons each. This would appear to be the optimum design capacity for a new plant 
and the text rests upon the assumption that any new capacity would be of approxi- 
mately this magnitude. 

7 Private butadiene capacity in the country is negligible. 
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advantage to all, and with due regard to establishing this capacity on a 
fair competitive basis. 

Apart from grouping the synthetic rubber facilities so that they will 
stand in fair competitive relationship one to another under private owner- 
ship, a satisfactory program must safeguard the supply of synthetic 
for the hundreds of consumers who use rubber in relatively small amounts. 
This problem is not a new one; it has occasioned many difficulties in 
vears past.” 

While it is estimated that there are perhaps a thousand rubber 
fabricators in the United States, a vastly disproportionate amount of 
our total consumption is absorbed by tire manufacturers, of which there 
and 
of these, four companies almost wholly preempt the original equipment 


79 


are only about twenty. Five of these may be considered “majors 


market for passenger car tires and enjoy also a dominant position in the 
replacement market. These five companies each operate one or more 
of the copolymer plants in the government program.'® 

In 1952 the Corporation had about 700 synthetic rubber customers. 
Of these, the 20 largest tire companies accounted for over 77% of the 
sales. The remaining 680 companies, more or less, purchased only 23%, 
and of these, 20 absorbed more than 5. Thus, out of a total of about 
700 customers, 40 accounted for 8267, and 660 accounted for only 18% 
of the Corporation’s sales 

More importantly perhaps, four of the majors alone accounted for 
more than 63° of total sales. This is of significance because, while the 
bulk of this rubber was undoubtedly consumed in tire manufacture, the 
majors also engage in the manufacture of many of the same non-trans- 
portation products as do the small companies, namely, footwear, belting, 
hose, cable, gaskets, and various other industrial specialties. It is 


apparent that small rubber consumers must be protected against the 


“See eg.: Hearings before the Subcommittee on Rubber of the Select Committec 
on Smal! Business: United States Senate (82nd Congress, Ist Session ) 

“B. F. Goodrich Company, Goodyear Tire & Rubber Company, Firestone Tire 
& Rubber Company, and United States Rubber Company are the four largest 
rubber companies. In addition to varied other industrial activities not necessarily 
related to rubber, and their role in the synthetic rubber program, three of them 
own overseas rubber plantations, and all are active on a large scale in the reclaim 
HuUsINESss They operate retail stores which handle their own products as well as 
other types of merchandise. General Tire & Rubber Company, which also operates 
a copolymer plant, while smaller than the big four, engages in a variety of other 
enterprises and more closely resembles the majors than it does the remaining 
rubber fabricators 

'° Twenty-four smaller rubber companies also participate in the program. Thus, 
one of the copolymer plants and a butadiene facility are operated by Copolymei 
Corporation, jointly owned by eight rubber fabricators principally engaged in tire 
manufacture. The copolymer facility at Louisville, Kentucky is operated by ten 
non-transportation rubber fabricators. Six smaller participants in the program have 
minor interests in the copolymer facilities operated by the majors 
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danger of damage to their competitive position should the majors wholly 
dominate the field of synthetic rubber supply. It has been shown that 
such protection is not afforded by an assumed opportunity, arising out of 
disposal, for smaller fabricators to enter this field of production. A satis- 
factory answer might be supplied, however, if disposal were to result in 
the transfer of some of the capacity to enterprises which are not 
themselves large consumers of new rubber. Such a development might 
also contribute to more rigorous competition in synthetie rubber tech- 
nology. 

To conclude, on this aspeet of the Plan, while it clearly should b 
the purpose of the disposal agency, other things being equal, to favor 
the highest bidder for each facility, departure from this standard may be 
necessary to achieve the desired end of a competitive industry. As has 
been noted, predetermined criteria and prohibitions might prove in- 
applicable to specific cases; therefore, it is preferable that the disposal 
agency be guided by the provisions of paragraph 2(a) of the Plan, to be 
read in the context of Section 2 of the Rubber Act and the applicable 
provisions of the antitrust laws. 


The process of converting a nationally owned monopoly into a pri- 
vate competitive industry clearly calls for the participation of those 
agencies of government having in their specifie charge the development 
and enforcement of antitrust policies. Therefore, paragraph 2(b) of the 
Plan requires consultation between the disposal agency and the Attorney 
General and the Federal Trade Commission in connection with the formu- 
lation of the disposal program 

However, in breaking this new ground, solutions which in all good 
faith may appear satisfactory on paper may, as events transpire, prove 
inadequate to the achievement of a competitive industry. Those agencies 
of government which will have responsibility for surveillance of the 
new industry, and for corrective action in proper circumstances, should 
not assume, in the first instance, responsibility for determining the pat- 
tern which may later prove deficient. Therefore, it is proposed that the 


role of these agencies be consultative 


Price and Terms of Sale 


Fundamental to any disposal program is the concept that the gov- 
ernment must realize a price for the plants which fairly reflects their 


economic value as functioning units in a going industry To adopt 


11 One element which must necessarily be considered in the determination of 


value is the current cost of erecting a facility of comparable utility. Accordingly 
the Corporation retained independent engineers who have within the past month 
submitted a series of engineering reports, stating their conclusions as to the replace- 
ment values of the various plants new and after giving effect to such depreciation 
ind scientific and functional obsolescence as was observed 


35425 O—53——_17 
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any other standard would, of course, be incompatible with faithful 
stewardship over these national assets. 

But quite apart from this obvious dictate of governmental good 
faith, regard for the creation of a competitive industry requires that the 
facilities not be sold for less than their economic worth. For, were the 
selling price to fall substantially below this standard, the purchasers 
would stand in such a superior position, so far as capital costs are con- 
cerned, as would provide them with an instrument of unfair competition 
in the future manufacture and marketing of synthetic rubber. The 
result would be to discourage construction of new facilities, thus inhibit- 
ing competition and the development of new markets for the commodity. 

Realization of a maximum price for the facilities cannot, on the 
other hand, be the sole determinant of the pattern of disposal. Obviously, 
were the entire rubber program offered for sale as a going concern to a 
single purchaser, the potentialities of consumer exploitation might elicit 
the highest price. Conversely, maximum achievement of a “competitive” 
industry might be realized by dividing the facilities into small units 
without regard to the demands of technology, thus creating a hothouse 
variety of competitive jungle What seems to be required is, as has been 
discussed, an accommodation between the conflicting requirements of 
technology, competition, and maximum financial return. 

These considerations alone would require departure from the device 
of competitive bidding as the sole price determinant; therefore the Plan 
provides for negotiation, charging the disposal agency with the duty of 
deviating from the maximum price criterion and selling to other than 
the highest offeror when, in its judgment, the attainment of all of the 
objectives of disposal dictates such a course. 

Moreover, present operators may be in such favored positions for 
acquiring the plants which they now operate as to discourage any other 
bid. Therefore, it may well be that competitive bidding would not elicit 
sufficient purchaser interest to produce genuine competition in the bidding. 
To resort to sealed bidding under such conditions would clearly operate 
to the financial disadvantage of the government. 

While it is the government’s obligation to realize from the sale of 
the facilities their fair economic value, tempered as may be necessary 
by the requirement that disposal realize as effectively as possible the 
potentialities of competition in the production and sale of synthetic 
rubber, what can be obtained for the facilities can be determined only 
after a canvassing of the market. Therefore, no specific method for 
determining price is recommended here. 

It is appropriate however to comment briefly on at least one formula 
of price determination which has been advanced from time to time. It has 
been suggested in the course of Congressional hearings and otherwise that 
the price to be realized by the government should not in any event exceed 
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the amount reflected on the books of the Corporation, after provision 
for depreciation. This viewpoint must be rejected. 

It is an axiom of the accounting profession that the recorded cost 
of a plant is not intended to, and does not (except fortuitously) reflect 
its value. Recorded cost is intended to and does reflect that portion of 
the acquisition cost which has not been charged against past operations 
The argument for valuing the plants by reference to book cost would 
seem to be premised upon the notion that the government has already 
recovered, out of the sale of rubber, that portion of the original cost of 
the facilities now reflected in the reserve for depreciation. While it is 
true that synthetic rubber has been sold to rubber fabricators at a price 
sufficient to amortize the cost of the facilities in some part, these 
fabricators have, in turn, passed these costs along to the American con- 
sumer of rubber products. This is evidenced by the profitable operation 
of the rubber fabricating industry during the years since the war. There- 
fore, it must be recognized that the nation at large has built and paid 
for the synthetic rubber facilities and, upon disposal, is entitled to realize 
their full value. The sale of these facilities at their recorded cost on the 
government's books, if this be less than their economic value, would 
constitute a subsidy or gift from the American people to those few who 
acquire the plants.*? 

Recorded costs and present book carrying values and related data 
are to be found in Appendix B-IV. 

Throughout this report, those who acquire the plants are referred 
to as “purchasers,” and the method of plant disposal is characterized 


'2 The unrecovered cost of the synthetic rubber facilities is not represented by 
their net carrying value. The net book value of the existing capital facilities in the 
synthetic rubber program (including certain miscellaneous items such as tank cars 
spare cars, ete., not included in the production facilities which this report generally 
treats, but exclusive of the net current assets), was stated in the Corporation’s books 
as of December 31, 1952, at $172.6 million after depreciation in the amount of 
$351.9 million. It is important to note, however, that prior to June 30, 1946, while 
the synthetic rubber facilities were being operated as a wartime emergency project 
rubber was not sold at a price sufficient to cover operating cost, and this resulted 
in a net operating loss from inception of the program through June 30, 1946, of 
$211.8 million. As noted, this was due to the government’s policy of pricing rubber 
during this period without sole regard to costs. From June 30, 1946, through Decem- 
ber 31, 1952, the program has reported a $12.1 million profit for the 64-year period 
resulting in a net operating deficit of $199.7 million from inception through Decem- 
ber 31, 1952. The operating results are after deductions of all operating costs includ- 
ing operating and standby depreciation in the respective amounts of $399.5 and 
$68.0 million. The program sustained a further loss following the wartime emergency 
upon the disposal of certain of the synthetic rubber facilities. This loss on disposal 
plus other non-operating losses totals $74.1 million. In order to arrive at the 
unrecovered investment of the Ainerican people in the synthetic rubber facilities 
the total of the operating deficit plus the loss on plant disposal, etc., to date plus 
the net book value of the remaining facilities must be considered. This results in 
$446.4 million as the unrecovered cost to the American people of the synthetic 
rubber facilities as of December 31, 1952 
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is “sale This reflects the firm conviction that the only method of 
disposition of these facilities should be outright sale. The same facts 
which show that national security considerations permit the government 
to dispose of the synthetie rubber facilities establish the economie con- 


ditions under which disposal of the facilities by sale should be feasible. 


i 


On the other hand. leasing is not disposal. It would necessitate continu- 


ing government participation in management of the plants with respect 
to such matters as maintenance, process modification, and capital addi- 


trons Leasing would not stimulate private research, nor would it en- 


i 
eourage expansion oO! the industry and development of new markets as 


if the plants were sold. Therefore, since security con- 


would bye the case 
siderations permit the statutorv objective of pri\ ate ownership of th 


industry should be achieved finally and definitively 


For substantially the same reasons, the terms of payment of the 


purchase price should not be fashioned on what has sometimes been 


referred to as a “functional payment plan.””) Under such a plan, stipulated 
annual payments might be inereased or reduced dependent upon thi 


unount of end product produced in the facility.’ Such a plan is unde- 
sirable not only because it creates uncertainty as to what the actual 
purchase price mav be but, more importantlv. because protection of the 


government interest would require the continuance of some measure of 
government supervision over the operation of the plant, since the gov- 
ernment’s rights would be affected by the operator’s decisions affecting 


such business matters as accounting methods and production schedules 


An additional feature of such plans, as they have been proposed hereto- 


fore, would permit a purchaser to terminate his liability for further pay- 
ments by restoring the government to possession; in other words, dis- 
posal under such a plan might turn out to be no disposal at all. In these 
circumstances, moreover, the same type of continuing supervision, neces- 
sitated by leasing, would be required in order to prudently safeguard 
what might in fact be government property. Whatever may have been 
the merits of the “functional payment plan” at a time when there was 
doubt of the industry’s ability to survive under private operation, evolu- 
tion of the industry has removed that doubt; consequently, such plans 
no longer are appropriate 

While the purchase price should be fixed in amount, and the obliga- 
tions of the purchaser to pay the purchase price should be fixed and not 
contingent upon the profitabilitv of the venture, it would seem appro- 
priate nonetheless for the government to accept a purchasi money mort- 
gage covering a substantial portion of the purchase price. The down pay- 
] ] 


ment should be sufficiently large, however, to insure against entry into 


Some proponents of these ns mod hem to provide that, while the annual 


avments may be reduced, they mav not be increased Thus. while the government 
may receive less than the nominally agreed price, it may never receive more 
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the industry on a speculative shoe-string, and to assure as well that the 
venture will not be abandoned at the first intimation of adversity. If 
on the other hand, too large a portion of the purchase price were required 
to be paid in cash, the market for the facilities might be unduly re- 
stricted. In view of the magnitude of these facilities, it 
that as much as 80° of 


is recommended 
thre purchase price might be represented by such 
a mortgage, the interest rate to depend upon the financial standing of 
the purchaser and the going rate of money at the time of sale. While 
the mortgage should be amortized over its term, which should not exceed 
10 years, provision might appropriately be made for smaller amortization 
payments in the three years immediately following sale 


Other Aspects of the Plan 


The provisions of paragraphs 3 and 4 of the Plan must be con- 
sidered together. They are designed, in the first place, to the obvious 
end that no purchaser should be required to operate 1n competition with 
the government, for it is clear that there is no basis on which suel 
competition can be fair to both the plant purchaser and to the consum- 
ing public. Were the government to continue the program in the present 
manner and with present pricing policies, clearly the competition would 
be ruinous to the purchaser, On the other hand, fairness to the consumer 
would necessarily preclude government acceptance of price leadership 
on the part of private producers 

However, because unsold facilities may for these reasons be taken 
out of service, it must be acknowledged that in the period immediately 
following disposal synthetic rubber may be in short supply Undesirable 
is any dislocation of supply may be, it cannot be expected that such a 
momentous operation as the transfer of this industry to private hands 
can be effected without some unsettlement of established industry pat- 
terns. In part, the synthetic rubber deficiencies may be made up by 
greater recourse than usual to natural and reclaim rubber,'* but the Plan 
seeks to mitigate the hardships of this situation as much as possible by 
providing for government operation of the unsold facilities at full 
capacity during the period preceding disposal and thus creating a reserve 
stock of rubber and rubber components. Such a reserve of butadiene is 
particularly important because, as later discussed, it is unlikely that the 


14 While reclaimed rubber is inferior to new rubber in some respects, it is wholly 


idequate in a variety of products, and, when required, it can be substituted for 
new rubber in rather substantial amounts. Thus, it may be noted that in 1951, 
when new rubber was in short supply, 346,121 long tons of reclaim were consumed 
in increase of approximately 75,000 long tons over average annual post-war con- 
sumption. Except as noted in the text at this point, it does not 
would have any material effect upon the rubbet 


no other reference is made to it in this report 


ippear that disposal 
reclaiming industry, and, accordingly 
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aleohol butadiene facilities will continue in large scale production after 
disposal 

It is to be noted also that under the Plan a period of at least fifteen 
months would necessarily elapse between the enactment of legislation 
permitting disposal and the earliest practicable transfer date. It may be 
expected that during this period, and as the pattern and capacity of the 
new industry tends to crystallize during the execution of the Plan, rubber 
consumers will have an opportunity to make arrangements for their raw 
material supply. 

It is appropriate here to consider another possible contingency, 
namely, that after a full canvassing of the market for the government 
facilities, it may develop either that only a relatively small portion of 
total capacity is salable upon reasonable terms, or that purchaser 
interest is confined to the butadiene, butyl or styrene facilities. Such an 
eventuality, signalling the unwillingness of private enterprise to enter 
the synthetic rubber field generally would certainly call for Congressional 
review of the entire synthetic rubber program, and need not be antic- 
ipated here. 

The purposes of paragraph 5 of the Plan are several. In the first 
instance, it is the necessary complement to paragraphs 3 and 4. Secondly, 
by placing the unsold plants in standby, their availability for use is 
assured in the event a national emergency arises. Also, with assurance 
given that unsold plants will remain in standby for one year, initial 
purchasers are afforded an opportunity for establishing themselves in 
the industry 

It should be noted that, in the provision for the sale of plants 
initially placed in standby, the Plan contemplates that the disposal 
agency shall realize maximum return for them, at the same time giving 
due regard to the effect of their subsequent sale upon competitive condi- 
tions in the industry. Thus, purchasers may have confidence that their 
initial investment will not be threatened by the later availability of 
cheap capacity, and consumers will be safeguarded against possible 
exploitation if rubber is in short supply because of insufficient synthetic 
capacity. 

A special problem is presented by the alcohol butadiene facilities at 
Kobuta, Pennsylvania and Louisville, Kentucky. As noted earlier, buta- 
diene produced from alcohol is identical with petroleum butadiene. How- 
ever, under prevailing prices for alcohol, butadiene from this source is 


'® The petroleum butadiene facilities in the program have an aggregate annual 
capacity of approximately 545,000 short tons, equivalent to GR-S production of 
approximately 680,000 long tons, as compared with the maximum GR-S capacity 
in the program of 860,000 long tons and present production schedules in excess of 
700,000 long tons. Butadiene storage would present some difficulty, but it should 
be feasible on this short term basis 


DISPOSAL OF RUBBER PLANTS 259 


“er 


very much more costly to produce than the petroleum product, and, 
accordingly, it cannot be anticipated that under ordinary circumstances 
the aleohol butadiene facilities in private ownership could successfully 
compete with petroleum butadiene producers.'® 

However, one of the reasons for constructing the aleohol butadiene 
facilities was the circumstance that butylene, the principal petroleum 
butadiene feedstock, which is essential to the production of aviation 
gasoline, was in short supply at the outbreak of the war. Construction 
and use of the aleohol butadiene facilities therefore released large amounts 
of butylene to the aviation gasoline program, and this was justified by 
the needs of national defense, regardless of cost. Also, during the acute 
rubber shortage in 1950-1951, occasioned by our stockpiling activities, the 
alcohol butadiene facilities again contributed to the national defense, and 
more recently, with butylene once again in short supply because of the 
aviation gasoline program, alcohol butadiene production was resorted to, 
to make up the deficiencies in petroleum butadiene. 

While the rubber program is run as an integrated whole, the added 
cost of aleohol butadiene can be absorbed over the whole program and 
need not result in a sharply increased price for synthetic rubber. With 
the facilities under private and separate ownership, however, it is most 
unlikely that the aleohol butadiene plants can be economically employed 
It is not anticipated, therefore, that the disposal program would lead to 
divestment of these facilities. Legislation authorizing disposal should not, 
however, preclude the disposal of these facilities, in whole or in part, 
since it may later appear feasible to sell them upon fair terms pursuant 
to a contract that would insure their constant availability for butadiene 
production in times of national emergency. In view of the possible 
interim shortage of butadiene, and the other factors here discussed, the 
short term leasing of these facilities might also be justified, in spite of 
the general objection to this device. On the other hand, it is so clear that 
they may become of major importance in the event of a sharp accelera- 
tion in the need for aviation gasoline, or to satisfy an emergency need 
for butadiene for rubber or other purposes, that they should, if not thus 
sold or leased, be maintained in stand-by as an industrial reserve of 
prime importance. 


Availability of Patents and Technical Information 


This report has assumed that plant purchasers, including those who 
would be newcomers to the industry, would secure adequate rights in 
patents and technical information to enable them to carry on operations 
as presently conducted. While need for such rights is obvious, their 
acquisition should present no major difficulties since the Reconstruction 


16 For this reason, these facilities were not included within the 


scope of the 
independent engineering appraisal mentioned earlier 
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Finance Corporation is party to a series of agreements covering all phases 
of synthetic rubber production (butadiene, styrene, GR-S, and buty]) 
designed to ensure that the other signatories, as the owners, will make 
available to plant purchasers the pertinent patents and technical in- 
formation."* 

These agreements are of three types: (1) exchange agreements, or 
other license agreements, made with private corporations at the incep- 
tion of the synthetic rubber program;'* (2) the agreements for plant 
operation, and (3) research agreements with universities, commercial 
esearch institutions, government agencies, plant operators and other 
industrial corporations. The specific patent rights and technical informa- 
tion which may be made available vary with each agreement, and the 
They should 


terms on which they may be made available also differ." 
prove adequate to establish plant purchasers on a sound technological 
footing for the production of synthetic rubber or its components. As a 
consequence, no purchaser need be at a major competitive disadvantage 
in a private industry solely because of lack of adequate patent rights or 


operating know-how. 


Miscellaneous Assets 


There is a variety of miscellaneous assets in use in the synthetic 
rubber program, most important of which is a fleet of high-pressure 
railway tank cars used for the transportation of butadiene. Obviously, 
these assets should be disposed of along with the plants. How they should 
be disposed of, however, must be determined in reference to the pattern 
of plant disposal; this is particularly true so far as the tank cars are 
concerned. The new arrangements which will necessarily have to be 
made between butadiene and copolymer plant purchasers will in all 
probability establish a different butadiene traffic pattern than now pre- 
vails. Whether allocation of the tank cars among purchasers or their 
sale for use in a fleet will best serve the new industry can only be 
determined after the disposal pattern has crystallized. 


'? Rights to certain processes not now in use in the plants may also be made 
availabl 

'* The butadiene, buty!, and styrene agreements provided for the payment by 
the government to the patent holders of royalties based upon production. From the 
beginning of the program through December 31, 1952, royalties have been paid in 
the following amounts: butadiene—$10.9 million; styrene and miscellaneous chemical 
plants—$3.8 million; butyl—$4.1 million; a total of $188 million 

1 Where royalties are payable the agreements require that they shall be reason- 
ible in amount 
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CHAPTER IV 


RESEARCH ACTIVITIES 


Extensive government-financed research in rubber has been con- 
ducted throughout the history of the program. This activity includes 
fundamental research, applied and developmental research and the actual 
testing of tires on the Government Tire Test Fleet. Participants in the 
research program have been chosen and assigned work according to their 
particular capabilities and resources. Thus, most fundamental research 
has been performed under contract by universities and private research 
ganizations. Applied and developmental research has been done pri- 
marily, under contract, by the plant operators and by the Government 
Laboratories at Akron (which consist of pilot plant, testing and evalua- 
tion facilities) operated by The University of Akron. Tires are tested 
on the Government Tire Test Fleet, and evaluation and referee testing 
of material is done by the National Bureau of Standards.' 

Under this integrated program, as fundamental research develops 
promising new polymers, they are produced in comparatively small 
quantities at the Government Laboratories and the resultant rubber is 
fabricated into tires which are then tested on the Tire Test Fleet. If 
results are encouraging, production on a large r scale can then v0 for- 
ward. Concurrent research on any new production and process problems 
is carried on by the plant operators. The dissemination to research par- 
ticipants of frequent reports enables them to remain abreast of and utilize 
current developments throughout the program 

All results of the research program are the property of the govern- 
ment and are evaluated by the rubber program research director and by 
industry committees working with him. Reports on the most significant 
developments are published in technical journals 

Initially the preponderance of research was in GR-S and was ad- 
dressed to immediate and pressing problems. While the specific problems 
toward which research has been directed have changed with progress 
through the years, the overall characteristics of the program remain much 
as they were in the beginning. Almost all of the research conducted is, 
as it has always been, on GR-S, with the problem of its satisfactory use 
in large tires predominating. Similarly, the program continues its sub- 


stantial emphasis on problems of rather immediate interest, which in- 


1In the table following this Chapter are listed the research contractors who have 
} irticipated and the sums eX pe nded bv each through December 31. 1952 
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clude, in addition to the large tire program, the development of certain 
special polymers for military use. 

This comprehensive research program has led to contributions of 
major importance to the consuming public as well as to military plan- 
ners.* It is therefore important, for reasons of national security, that 
research in rubber, fundamental as well as applied and developmental, 
continue. Some of the important research goals still to be attained are: 
the development of a synthetic that can substitute for natural in large 
tires; the development of processes placing minimal reliance on strategic 
and critical materials in short supply and in high demand for other 
purposes in wartime; and the development of special purpose polymers 
satisfactory for essential military uses. In addition to these immediate 
goals, there remain long range problems of a more fundamental charac- 
ter, such as the development of new monomers*® for improved polymers, 
and research on the preparation and properties of elastomers (substitutes 
for rubber) generally. 

There is no doubt that once the plants are disposed of, the pur- 
chasers will devote themselves to research. The spur of competition and 
the pecuniary advantage to be derived from patent rights would seem 
to guarantee that research will be accelerated. It is probable that the 
bulk of such research, however, will be applied and developmental, of 
direct interest to plant operations and commercial products, thus parallel- 
ing the research presently performed under contract by the plant 
operators. 

[t may well be, however, that private research will touch only 
tangentially on research problems which the national security requires 
be explored more fully. This is because the advantages to be derived 
from research of this type are, in many cases, profitable only in national 
security terms and not in any immediate economic sense. Lacking the 
profit incentive, private industry cannot be expected to pursue such 
research. It is likely, therefore, that the government may find it neces- 
sary to continue its research in rubber in those areas where problems of 
major strategic importance remain to be solved. Although the emphasis 
would be on basic research, it would also necessarily continue in applied 
and developmental research, thus permitting the production and testing 


“Two such contributions have been the development of cold GR-S and oil- 
extended GR-S. Tire treads made from either of these synthetic types have wearing 
qualities greatly superior to treads made from natural rubber. Cold rubber, produced 
by polymerization at relatively low temperatures, has become the standard GR-S 
type, accounting for 75% of GR-S capacity. Oil-extended rubber is made by the 
addition of a low cost oil at one stage of the process. Oil-extension enlarges plant 
capacity with no added expenditure of butadiene or styrene, and the resultant 
product is less costly than non-extended GR-S 

* Except for the development of new or better catalysts, there have been no 
important process improvements in butadiene manufacture since the inception of 
the program 
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of new polymers as well as their laboratory creation. The retention of 
the Government Laboratories at Akron and of some functions of the 
Tire Test Fleet would therefore appear desirable. 

Until the industry actually passes from government hands, the 
present research program should certainly be continued intact since all 
of the reasons which led to its creation and operation for more than a 
decade continue undiminished. After disposal, the type and scope of 
government activity in this field will depend primarily on the remaining 
problems, in the solution of which the government has a legitimate inter- 
est, and on the extent to which private groups are conducting research 
in them. With the exception discussed below, the extent of private re- 
search and the problems that will remain for government research can- 
not be known until some time after the disposal plan has been effected 
Only after this transition period will the pattern of private research be 
sufficiently clear to permit consideration of its effect on the characte) 
of the government program. 

In one area of research, disposal will have an immediate effect 
Concurrently with plant disposal, that research which has been done for 
government account by plant operators should cease to be a government 
responsibility. This is recommended for the following reasons: in the 
first place, as a matter of business interest, research of this type will 
undoubtedly be adequately handled by the purchasers. Secondly, such 
research would necessarily be carried on in the operators’ plants and 
would create a situation in which government interest would conflict 
with the private interest of the operator, whose advantage would lie in 
restricting to his own use the results of such research. Finally, the results 
of government-financed research are and should be made public, and 
since government and private research of this type would largely over- 
lap, the research contractors would lack that stimulus to the develop- 
ment of new products and new markets that would exist were the results 
of the research their sole property 

The Plan provides that, at the time the disposal agency submits to 
the Congress its report on proposed sales, it shall also submit a program 
and a budget for the continuance of government research for one year.* 
It is envisioned that this research, complemented by the research con- 
ducted by the plant owners, will cover substantially the same area of 
activity as the present program. The amount budgeted for government 
research during the year following disposal should be provided out of 
the proceeds of plant sales. 


‘The budgetary requirements for standby maintenance of unsold capacity and 
terminal administration and liquidation of the rubber program would also then 
have to be considered 
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When the effects of plant disposal can be perceived, the long term ; 

research program should be reevaluated. Therefore the disposal agency 

should be required to make another report to the Congress, one year 


after the transfer of the plants, containing specific recommendations con- 
cerning the ce nduct ot synthetic rubber research by the government 
Subsequent modifications in the program will of course depend upon 


developments in the field 
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GENERAL RESEARCH AND DEVELOPMENT EXPENSE 
SYNTHETIC RUBBER PROGRAM, 
RECONSTRUCTION FINANCE CORPORATION 


From Beginning of Operations through June 30, 1952 


Akron, The University 


Akron, The University of 


S$ 328,470 


7.613.613 


Case Institute of Technology 747,208 
Catholhe University of Amer 8 953 
Chicag Tl Un sty 762.669 
Cincinnati, The Uni 27.477 
Cornell U1 1 97 777 
Delaware Unive I 272,467 
Illinois, TI Uni \ 1 O97 232 


Louis e, | . 21,584 
Mass setts I g 108 OS! 
Minnes The Un 631214 
New York Unive 29 706 
Not D U1 25,074 
Pru Universi 14.616 
Rox U1 ( 35,245 
mst J | nd Un 12.778 
Pexas, Ur 116.918 
Wis 29 500 
Potal Unive $12,882,311 
( 

( s e R ng ( § 7.479 
S C D 1 253,461 
( yl C rat ne 6,083,324 
Wes nh I nd R ne ( } 2 985 624 

( 1 Rubber ¢ uN 122 313 
(,o0d G il Compan I B. | 2,491,135 
Croodvear Synthetic Rubber C 3 031.369 
Humble Oil & Refining Company 136.659 
Kentucky Synthetic Rubber Co 87.978 
Koppers Company. Ini 331.448 
Lion Oil Refining Company 9 457 
Midland Rubber Company 187 


Monsanto Chemical Company 

National Synthetic Rubber Corp 
Neches Butane Produ 
Petroleum Conversion Corporatio1 


Phillips Petroleum Company 


ts Compan 


198 582 
152.502 
45.698 
54.038 
340,688 


Shell Chemical Corporation 714,105 
Sinclair Rubber, Inc 9 292 
Southern California Gas Company 181,875 
Standard Oil Company of California 40.664 
Esso Standard Oil Company, Louisiana Division 2.090 
Standard Oil Development Company 1.008 








266 


Compani 


Sun Oil Company 
Taylor Refining Co 


United States Rubl 


DISPOSAL 


mpany 


er Company 
Vulcan Copper & Su; 


Western Electrie Compan) 


Westvaco Chlorine 


Burke, Dr. Oliver W 
Franklin Institute 
Mellon Institute of 
National Bureau of 


Smith, Dr. A. H. Ree 


Total, others 
TOTAL EXPE 


NSES 


OF 


RUBBER 


inia 


PLANTS 


$ 167,972 
5,013 
1,456,982 
10,000 
154,158 
3,390 


$24,378,791 


$ 243,091 
691,166 
1,447 542 
1,230,321 
22.617 


$ 3,634,737 


4o¢ 


$40,895,839 
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APPENDIX A—TABLE A-I 


New Rubber Consumption, 1915-1952 
Thousand Long Tons 


United States Consumption 
Total World 

Yea Consumption ! Tot Percent of World 
1915 155.6 99.0 63.62 
1916 185.7 117.6 63.33 
1917 215.4 157.4 73.07 
1918 227.8 160.0 70.24 
1919 305.0 215.0 70.49 
1920 994.3 206.0 70.00 
1921 2776 177.8 64.05 
1922 108.2 301.5 73.86 
1923 145.6 319.4 71.68 
1924 166.3 3288 70.51 
1925 553.6 388.5 70.18 
1926 541.2 366.2 67.66 
1927 595.6 373.0 62.63 
1928 684.2 37.0 63.87 
1929 802.2 167.4 58.26 
1930 708.9 376.0 53.04 
1931 681.1 355.2 52.15 
1932 691.8 336.7 48.67 
1933 825.1 4124 49.98 
1934 938.6 162.5 49 28 
1935 939.0 491.5 52.3 
1936 1.046.5 575.0 54.95 
1937 1,092.5 543.6 19.76 
1938 960.0 137.0 45.52 
1939 1,120.0 593.8 53.02 
1940 1,152.5 651.1 56.49 
1941 1312.5 781.3 59.53 
1942 877.5 394.4 14.95 
1943 907.5 488.5 53.83 
1944 1,125.0 7108 63.18 
1945 1,127.5 799.0 70.86 
1946 1,467.5 1,039.3 70.82 
1947 1,735.0 1,122.3 64.69 
1948 1,902.5 1,069.4 56.21 
1949 1,887.5 988 9 52.39 
1950 2,285.0 1,258.6 55.08 
1951 2,312.5 1.2143 52.51 
1952 (prelim.) 2.340 1.260 53.85 


1 Excluding Russian consumption but including Russian imports 
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APPENDIX A—TABLE A-III 


World Production of Natural Rubber 
(1,000 Long Tons) 


Rubber-producing Area 1940 1947 1948 1949 1950 
Malaya 547 646 698 672 694 
Indonesia 543 278 432 432 696 
Ceylon 90 89 95 90 114 
Thailand .. 44 53 96 94 112 
Indochina ‘ 64 38 44 13 48 
Other Asia & Ocean 85 82 89 87 114 
Africa 16 39 42 45 55 
Tropic America 26 35 29 27 27 

Total 1415 1260 1525 1490 1860 


35425 O—53 18 


1951 


1875 


269 


1952 


Prelim.) 


1760 
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APPENDIX B-I 


GOVERNMENT SYNTHETIC RUBBER PROGRAM 


CONDUCTED BY RFC 


COMPARATIVE STATEMENT OF OPERATIONS 


INCOME AND EXPENSE 


Year Ended 
June 30, 1951 


Income 
Sales of synthetic rubber $298 143.047 
Other income 739,542 
Total $298 882.589 


Operating Cost and Expenses 

Cost of rubber sold $217 450,504 
includ- 

33,365,611 

5.989 677 


Depreciation of operating plants and facilities 
‘ing $927,030 on leased facilities for 1952) 
fesearch and development 
Adjustment of raw material 
1952 to the lower of cost o1 


inventories at June 30 

market 

Excess of sales freight expense over freight charged to 
customers 2 268,133 
417,363 

1,820,931 
579.939 


Storage and h indling of finished goods 

Administrative expense 

and other 
Government 


Losses from fire casualties 


Interest on U. S funds invested in net 


operating assets 3,663,519 
Other expenses and losses 142,449 


Total operating costs and expenses $265 698 126 
Net Income From Operations 
Provision for Shutdown Expense 
Plant Reactivation Expense...............cceeeees 
Expenses for Maintenance and Protection of Standby 
Plants and Facilities (includes $850,123 depreciation on 
standby plants for 1952) 


$ 33,184,463 


20,565,139 


691,531 
Net Income ...... $ 11,927,793 


PRODUCTION & SALES IN LONG TONS 
Production 


GR-S ! 528,841 
Butyl 65,625 
Total synthetic rubber production 594 466 

Sales: 
GR-S! 521,683 
Butyl 65,482 


Total sales of synthetic rubber 587,165 


‘Includes net GR-S content of rubber pigmented with carbon black 


with oil 


Year Ended 


June 30, 1952 


$415.932.537 


625,632 


$416 558,169 


$331,124,705 


40 635,392 
6,939,476 


on 
1) 
ow 
or 


(104,249) 
930,894 
2,391,765 
1,383,451 
5,305 646 
845,172 


$394 475,765 
$ 22,082,404 
3,000,000 
1,982,158 
986,704 


$ 16,113,542 


715,732 
83,534 


799 266 


and extended 
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APPENDIX B-II 
GOVERNMENT SYNTHETIC RUBBER PROGRAM 
CONDUCTED BY RFC 
GR-S OPERATIONS 
COMPARATIVE UNIT INCOME AND EXPENSE STATEMENT 
(Cents per Pound) 
Year Ended Year Ended 7 
June 30, 1951 June 30, 1952 
1) Sales and other income -s eee 248 
( Ipe rating costs and « xpenses 
2) Cost of goods sold : 16.1 19.5 
(3) Depreciation of operating plants and facilities 25 2.6 
4) Research and development 5 5 
5) Inventory loss due to market decline 3 
6) Unrecovered sales freight and storage and handling 2 l 
(7) Administrative expense 1 1 
(8) Interest on funds invested in operating assets 3 3 
(9) Provision for shutdown expense 2 
(10) Plant Reactivation expensé : ; 1s l 
(11) Other expenses and losses ein 1 2 
Total .. . 21.4 23.9 
Net Income 9 9 
Sales volume (Thousands long tons) 522 675 
(1) Income from sources other than sale of rubber is minor. 


(2) Includes raw materials, salaries, wages, chemicals, utilities and other similar 
expenses incurred in the operations of the manufacturing plants 

(3) Based on composite depreciation rates on facilities 

4) Includes all expenditures for research and development, most of which is 
conducted under contract by universities and research and industrial organi- ’ 
zations 

5) Most of the loss resulted from the writedown from cost to market of the 
alcohol in storage at June 30, 1952 

6) Includes the loss which results from the charge of a uniform freight rate on 
ill rubber shipments, which is less than the actual shipping costs incurred in 
the delivery of goods to the consumer, and the outlay for private warehouse 
iccommodations used for storage of government inventories of synthetic rubber 

(7) Primarily Washington office expense 

8) Based on interest at 1%%% to August 31, 1951, at 2% per annum to June 30, 
1952 

(9) Represents provision for shutdown of plants 

10) Represents the cost of reactivating plants from standby to operating status. 

11) Includes losses from fire and accidents, loss on property retirements and other 
expenses 
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APPENDIX B-III 
GOVERNMENT SYNTHETIC RUBBER PROGRAM 
CONDUCTED BY RFC 
BUTYL OPERATIONS 


COMPARATIVE UNIT INCOME AND EXPENSE STATEMENT 


(Cents pet Pound) 


Year Ended Year Ended 
June 30, 1951 June 30, 1952 
Sales and other income 19.8 20.7 


Operating costs and expenses 


Cost of goods sold 14.7 17.9 
Depreciation of operating plants and facilities 2.7 6 
Unrecovered sales freight and storage and handling 3 (2) 
\dministrative expense l l 
Interest on funds invested in operating assets 3 3 
Plant reactivation expense 1.1 
Other expenses and losses 2 2 
Potal 19.4 18.9 
Ne Incon 4 18 
Sales volume (Thousands long tons) 65 72 


Income from Sources other than the sale of rubber is minor 


Includes raw materials, salaries, wages, chemicals, utilities and other similar 
expenses incurred in the operations of the manufacturing plants 

Based on compesite depreciation rates on operating facilities 

Includes the loss (or gains) which result from the charge of uniform freight 
rate on all rubber shipments, which is less than the actual shipping costs 
incurred in the delivery of goods to the consumer, and the outlay for private 
warehouse accommodations used for storage of government inventories of 
synthetic rubber 

Primarily Washington office expense 

Based on interest at 1%% to August 31, 1951, at 2% per annum to June 30, 1952 
Represents the cost of reactivating plants from standby to operating status 
Includes losses from fire and accidents, loss on property retirements and othe 
expenses 
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APPENDIX C 


SUMMARY DESCRIPTION OF FACILITIES IN THE 
GOVERNMENT SYNTHETIC RUBBER PROGRAM 


The government synthetic rubber program, as ultimately planned 
and built, consisted of 51 major facilities. Other diverse assets, such as 
tank cars, which will not be detailed here, were and still are included. 
The program has now been reduced from 51 to 29 plants. While many 
feedstock and miscellaneous facilities were sold, both of the butyl and 
all but one of the GR-S plants have been retained. As a result, while 
the program is not as self-sufficient, feedstock-wise, as it was during the 
war, rubber production capacity, now 950,000 long tons yearly, has not 
greatly diminished.’ Some of this capacity is a reflection of improve- 
ments which have been made in existing facilities. 

The 29 plants in the program are divided as follows: 13 copolymer 
(GR-S), 2 butyl, 8 petroleum butadiene, 2 alcohol butadiene, 1 styrene, 
and 3 miscellaneous. The copolymer plants have an annual capacity of 
860,000 long tons of GR-S, and the buty! plants have an annual capacity 
of 90,000 long tons. These are the ‘all out” capacities of the plants as 
they exist today, attainable by discontinuing the manufacture of certain 
types of GR-S. When all present types are made, GR-S capacity is 
approximately 820,000 long tons. Current planning envisions that, by 
the middle of 1953, 610,000 long tons of GR-S capacity will be for the 
production of cold rubber. 

The petroleum butadiene plants have a total capacity of 539,200 
short tons annually, equivalent to 675,000 long tons of GR-S. Aleohol 
butadiene capacity of 215,000 short tons is equivalent to 268,750 long 
tons of GR-S. The one styrene plant, with a capacity of 57,000 short 
tons yearly, can supply sufficient styrene for 225,000 long tons of GR-S. 

All of the plants are in full operation, although not all at capacity 
rates, with the exception of the two alcohol butadiene plants and the 
Institute, West Virginia copolymer plant, parts of which are in standby. 

Also available to the synthetic rubber program is the output of 
butylenes, the butadiene feedstock, from a plant in Corpus Christi, 
Texas. This facility, owned by the Great Southern Chemical Corporation, 
is leased by RFC and operated for its account by Great Southern on a fee 
basis. RFC owns some of the fixtures located at the plant site. 


' All capacity figures, overall, individual plant. and those for special types within 
each plant, are derived from RFC operating experience and are substantially the 
same as those reported by the engineering firm which conducted a recent independent 
engineering appraisal of the facilities for the Corporation 
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The location of the plants was dictated in large part by the avail- 
ability of raw materials. This is particularly true of butadiene and 
butyl facilities. The raw materials for petroleum butadiene and butyl 
ire byproducts of refinery streams; the process involves the extraction 
of the required feedstocks and the subsequent return of the unused por- 
tion of the stream to the refinery. Since the acquisition and return of 
the refinery stream is most simply and economically done by pipeline, 
these plants were constructed adjacent to refineries, centered largely 
in the Gulf Coast area. Although all of the petroleum butadiene plants 
receive the major portion of their feedstocks from adjacent refineries 
at one time or another they all receive some butylenes by tank car from 
other sources, both in and out of the rubber program 


Most copolymer plants were built in close proximity to butadien 


sources to minimize feedstock transportation problems. These plants 
Inust, In most cases, ship the rubber they produce appreciable distances 
to market, as the heart of the rubber fabricating industry is in the 
Northeast. The converse is true with respect to those copolymer plants 
which were built near the rubber fabricating industry but not close to 
butadiene producers. 

The styrene supply situation, because of its special nature, will not 
be treated in the discussion of individual plants which follows. Of the 
five styrene plants originally built by the government, four have been 
sold, three of them (two in Texas and one in Pennsylvania) with a 
contractual restriction under which the government retained the right 
to purchase certain quantities of the plant output for the production of 
GR-S. These retention of capacity contracts have recently expired, and 
styrene is now obtained from these producers pursuant to comparatively 
long term purchase contracts. The one styrene plant remaining in the 
government program is in California. This plant supplies the West Coast 
copolymer facility and some of the Texas copolymer capacity. By an 
exchange arrangement with private styrene suppliers, it supplies some 
of their West Coast customers while the private producers supply govern- 
nent copolymer plants near which they are located. This arrangement 
minimizes shipping costs. Small amounts of styrene are sometimes ob- 
tained by purehase from the styrene plant, located in West Virginia 
which was sold without contractual reservation of output 

Worthy of note is an impertant instance of technological inter- 
dependence of the butadiene and copolymer plants. All of the butadiene 
supplied to a copolymer plant is not, in the first run, converted to rubber 
At the conclusion of the copolymerization process there is always some 
unconverted butadiene remaining, the amount varying between 7 and 
10% of the total input depending on the rate of conversion at which the 
plant is operating. This butadiene is no longer about 95% pure as it 


was when first supplied. Having gone through the process, it is reduced 
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in purity to about 85%. Before it is re-usable it must be recycled through 
a butadiene plant for repurification. The 8 copolymer plants in Texas, 
Louisiana, and California return this butadiene for recycling to their 
adjacent butadiene plants by pipeline. The West Virginia, Kentucky, 
Ohio, and Connecticut copolymer plants generally send their recycle 
butadiene by tank car to the Port Neches, Texas plant for purification. 
The alcohol butadiene plants, geographically nearer these five northern 
copolymer plants, are not presently equipped to purify recycle butadiene. 

In the discussion of individual plants which follows, all capacity 
figures are net unless they are specifically indicated as gross. Net figures 
refer only to the rubber hydrocarbon content of the product. Gross 
figures include rubber hydrocarbon plus the added oil content of oil- 
extended GR-S or plus the carbon black added to produce black pig- 
mented GR-S.’ 

At Port Neches, Texas are two copolymer plants and one petroleum 
butadiene plant, representing the largest single cluster of capacity in the 
country. The butadiene plant, with a capacity of 197,000 short tons a 
year,* is operated by the Neches Butane Products Company, jointly 
owned by the Atlantic Refining Company, Gulf Oil Corporation, the 
Pure Oil Corporation and The Texas Company. It obtains its butylenes 
by pipeline from nearby refineries of those companies and, on occasion, 
from the Borger, Texas butadiene plant by tank ear. Additional feed- 
stocks can be barged in from Great Southern. The butadiene produced 
is transferred by pipeline to the adjacent copolymer plants. One copoly- 
mer plant, operated by the B. F. Goodrich Chemical Company, has a 
capacity of 90,000 long tons a year, all of which is for the production of 
cold rubber. This plant is also equipped to produce 53,280 (gross) long 
tons of oil-extended rubber yearly. 

The other copolymer plant at Port Neches, with an annual capacity 
of 89,400 long tons, is operated by the U. S. Rubber Company; present 
plans call for its complete conversion to cold rubber with some increase 
in capacity. This plant depends on the other copolymer plant for steam, 
refrigerated water, treated water, circulating water, and air. A cooling 


* For all total plant capacities, the figure given is net. Capacities which are 
stated for oil-extended and black-pigmented rubber are, to the extent of their rubber 
hydrocarbon content, included in the total capacity figure. The gross output of the 
plant will exceed the given net capacity by varying amounts, depending on the 
tonnage of oil-extended or black-pigmented rubber produced and the amount of oil 
or carbon black used 

‘Expected capacity after completion of facilities currently being installed. Com- 
pletion is scheduled for May, 1953 

* As of the end of 1952, a program was well underway for the conversion of 75% 
of GR-S capacity to cold rubber; the program is scheduled to be substantially 
executed by mid-1953. By the date of publication of this report, much cold rubber 

ipacity referred to as “planned” may be completed 
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tower, to be installed, will provide this plant with its own circulating 
water. Some steam is also obtained from the butadiene plant. 

A butadiene plant and a copolymer plant are located at Houston, 
Texas. The butadiene plant, with a capacity of 78,000 short tons a year, 
is operated by Sinclair Rubber, Inc. and obtains its feedstocks by pipe- 
line from the nearby refinery of the Sinclair Refining Company and from 
other refineries in the vicinity. Some additional butylenes are shipped 
in by barge from Great Southern. Others come by tank car from a com- 
mercial souree in Oklahoma and from the Borger, Texas butadiene plant 
The butadiene produced is piped to the copolymer plant which has an 
annual capacity of 99,600 long tons and is operated by the Goodyear 
Synthetic Rubber Corporation. This plant has facilities for the produc- 
tion of 51,600 long tons yearly of cold rubber; it can produce 42,720 
(gross) long tons of oil-extended rubber, and is also equipped to pigment 
29,400 (gross) long tons of its production with carbon black. It depends 
for steam and electricity on the butadiene facility, although electricity 
can be obtained from a local public utility. 

The Phillips Chemical Company operates two facilities at Borger, 
Texas, a butadiene plant with a capacity of 71,200 short tons and a 
copolymer plant with a capacity of 66,000 long tons a year. The buta- 
diene plant is one of two using butane as a feedstock. The butane, 
supplied by pipeline from the Phillips Petroleum Company, is converted 
to butylene and thence to butadiene which is piped to the copolymer 
plant. This plant produces an excess of butylene concentrate which is 
sent by tank car to the butadiene plants at Houston, Port Neches, Los 
Angeles, Baton Rouge, and, on rare occasions, to Lake Charles. The 
full output of the copolymer plant will be cold rubber, and the plant has 
facilities for the annual production of 6,960 (gross) long tons of oil- 
extended rubber and 59,760 (gross) long tons of rubber pigmented with 
carbon black. This plant obtains steam and electricity from the buta- 
diene facility. 

There are three facilities at Baytown, Texas. A butyl plant and a 
butadiene plant with annual capacities of 43,000 long tons and 49,000 
short tons, respectively, are operated by the Humble Oil & Refining 
Company, an affiliate of Standard Oil Company (New Jersey). Feed- 
stocks for both plants are supplied by pipe line from an adjacent Humble 
refinery. The refinery stream enters the butyl plant where isobutylene, 
the principal butyl feedstock, is extracted. The stream then continues on 
to the butadiene facility where normal butylene, the butadiene feedstock, 
is removed, after which the stream is returned to the refinery. The buta- 
diene is then piped to the copolymer plant. This facility, with a capacity 
of 44,000 long tons a year, is operated by the General Tire & Rubber 
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Company.” Its entire output is cold rubber and is all pigmented with 
carbon black. The plant is capable of producing 64,280 (gross) long tons 
of oil-extended rubber yearly (combined with carbon black and known 
as oil-black). The butyl plant depends on the butadiene plant for its 
steam. Isoprene, the second feedstock for butyl, is shipped by tank car 
from the Baton Rouge buty] plant. 

The butyl, butadiene, copolymer pattern is repeated at Baton 
Rouge, Louisiana. The butadiene facility, with an annual capacity of 
23,000 short tons, is operated by the Copolymer Corporation, jointly 
owned by eight of the smaller tire companies." Feedstock is received 
by pipe line from an adjacent refinery of the Esso Standard Oil Company, 
a wholly owned subsidiary of Standard Oil Company (New Jersey), and, 
at times, from the butadiene facility at Borger, Texas. Esso, from its 
refinery, supplies feedstock to the butyl plant, which it operates. This 
plant extracts isoprene from a dilute refinery stream for its own use and 
the use of the Baytown butyl! plant. It also supplies the isoprene used 
in a Canadian butyl plant. Its annual capacity is 47,000 long tons. 

The copolymer plant has a yearly capacity of 49,000 long tons, all 
cold rubber, and is also operated by Copolymer Corporation. Butadiene 
is supplied by pipe line from the adjacent facility operated by Esso and 
from another nearby facility, sold in 1949 by the government to Esso, 
and, on occasion, from other government plants by tank car. This plant is 
equipped to produce 3,600 long tons of its net capacity in the form of 
latex. The buty] plant supplies steam to both the copolymer and the 
butadiene facilities. 

Two plants, representing annual capacity of 60,000‘ short tons of 
butadiene and 99,600 long tons of GR-S. are situated at Lake Charles, 
Louisiana. The butadiene plant, operated by the Cities Service Refining 
Corporation, uses a feedstock stream from that company’s adjoining 
refinery and supplies butadiene to the copolymer plant, which is run by 
the Firestone Tire & Rubber Company. Feedstock to both plants is 
transported by pipe line. Conversion of the copolymer plant to full cold 
rubber production is planned, with facilities to produce oil-extended GR-S. 

In the Los Angeles area are one copolymer plant, two butadiene 
plants and the government’s sole styrene facility. One butadiene plant 
uses butane as a feedstock. Operated by the Standard Oil Company of 


McCreary Tire & Rubber Company participates to the extent of 5% in the 

operation of this facility 

“Armstrong Rubber Company, Armstrong Rubber Manufacturing Company. 
Dayton Rubber Company, Gates Rubber Company, Lee Rubber and Tire Com- 
pany, Mansfield Tire and Rubber Corporation, Sears, Roebuck & Company (includ- 
ing Armstrong Tire & Rubber Company of which Sears, Roebuck owns 50% of the 
voting stock), and Seiberling Rubber Company 

* Capacity will be 63,000 short tons after completion of facilities currently being 
installed 
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California, it receives its feedstock from a refinery of that company as 
well as other local refineries and produces crude butadiene and butylenes. 
The crude butadiene is finished at the second facility which is operated 
hy the Shell Chemical Corporation. The latter plant, in addition to 
finishing the crude butadiene, produces butadiene independently, using 
the butylenes produced by the Standard-operated plant and others 
shipped in from Borger, Texas. The Standard plant is dependent on the 
other, and their joint capacity is 61,000 short tons a year. The copolymer 
plant receives its butadiene from the nearby facility operated by Shell 
It is operated by the Midland Rubber Corporation*® and has an annual 
capacity of 89,000 long tons of which 66,750 long tons are planned as 
cold. This plant can produce 2,400 long tons of latex, 40,080 (gross) 
long tons of oil-extended GR-S, and can pigment 29,400 (gross) long 
tons of its output with carbon black. The styrene plant is operated by 
Dow Chemical Company and has a yearly capacity of 57,000 short 
tons. It delivers styrene by pipe line to the copolymer plant, for which 
it also provides steam. 

There are two copolymer plants at Akron, Ohio. The Firestone 
Tire & Rubber Company® operates one with a capacity of 30,000 long 
tons a year, of which 21,000 long tons are latex. No cold rubber facilities 
are planned. This plant receives steam from a private Firestone facility. 
The second copolymer plant is operated by the Goodyear Synthetic 
Rubber Corporation.'" Annual capacity is 15,200 long tons, all of which 
is latex. Full output of cold rubber is scheduled. Steam, water, and 
plant air are supplied by a private plant of the Goodyear Tire & Rubbei 
Company. Butadiene for both plants is supplied by tank car 

The government evaluation and testing laboratory is run by The 
University of Akron and is located in that city. At Naugatuck, Connecti- 
cut, the United States Rubber Company '' operates a copolymer plant 
of 22,200 long tons annual capacity, of which 9,600 long tons is latex 
All capacity is being converted to cold rubber. Butadiene is supplied by 
tank ear. A government-owned boiler is located in the steam plant of a 
nearby subsidiary of the operator. United States Rubber Company also 
operates a small plant for the manufacture of dodecyl mereaptan, a 
chemical used in the production of hot GR-S. 

An aleohol butadiene plant with an annual capacity of 128,000 
short tons js located at Kobuta, Pennsylvania and operated by Koppers 
Company, Ine. Two lines with a capacity of 64,000 short tons are in 
operation; the other two lines are in standby. Alcohol! is obtained from 
private sources. 

* Pacific Rubber Company is a 35% participant in the operation of this facility 
® Carlisle Corporation is a participating company, with a 10% interest 
1° General Latex & Chemical Corporation is a 35% participant, and Mohawk 


Rubber Company has a 10% participating interest 
11 Cooper Tire & Rubber Company is a 10% participant in the copolymer facility 





282 DISPOSAL OF RUBBER PLANTS 


An aleohol butadiene plant and a copolymer plant are situated at 
Louisville, Kentucky. The butadiene plant has an annual capacity of 
87,000 short tons, of which two lines, representing 78,000 short tons, are 
being activated. The third line is in standby. The plant is operated by 
the Carbide and Carbon Chemicals Division of the Union Carbide and 
Carbon Corporation. Aleohol is obtained from private suppliers. The 
copolymer plant is run by the Kentucky Synthetic Rubber Corporation, 
Annual capacity is 


jointly owned by ten non-tire rubber companies.** 


44,000 long tons, all of which is for cold rubber. Steam and water are 
obtained from the butadiene plant. 

A 122,000 long ton copolymer plant at Institute, West Virginia, is 
operated by B. F. Goodrich Chemical Company.'* One line of 42,000 
long tons capacity, is in operation; a second line with a capacity of 
approximately 38,000 long tons is being reactivated, while the one 
remaining line is maintained in standby. No cold rubber capacity is 
planned. Steam and water are furnished by a private plant of the Car- 
bide and Carbon Chemicals Corporation. Butadiene is supplied by tank 
car. 

Facilities, owned by RFC, for the production of a catalyst used in 
the manufacture of alcohol butadiene are located on the property of the 
Davison Chemical Company in Baltimore, Maryland. That company 
produces the catalyst for RFC under an operating contract. 


‘2 American Hard Rubber Company, Boston Woven Hose & Rubber Company, 
Brown Rubber Company, Inc., Hewitt-Robins, Inc., Goodall Rubber Products Com- 
pany, Sponge Rubber Products Company, Sheller Manufacturing Corporation, 
Simplex Wire & Cable Company, Thiokol Corporation, and Raybestos-Manhattan, 
Ine 


'* Denman Rubber Company is a 10% participant. 
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MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING RECOM- 
MENDATIONS RELATIVE TO THE RUBBER ACT OF 1948, AS AMENDED, RELATING TO 
rHE SYNTHETIC RUBBER PROGRAM 


Vo the Congress of the United States: 

The Rubber Act of 1948, as amended, requires my legislative recommendations 
with respect to the disposal to private industry of the Government-owned syn- 
thetic rubber facilities. When at the onset of World War II the United States 
Was denied access to its normal supplies of natural rubber, a huge Government- 
owned synthetic rubber industry was created at a cost of some $700 million. 
There remain in Government ownership facilities which cost approximately $550 
million and which now supply nearly all of the Nation’s requirements of syn- 
thetic rubber, which, in 1952, amounted to 806,500 long tons out of a total con- 
sumption of 1,260,000 long tons of new rubber. Pursuant to the Rubber Act, 
these facilities are operated for the Government’s account by a number of rubber, 
petroleum, and chemical companies. 

The policy of the United States with respect to rubber is stated in section 2 
of the Rubber Act, which provides as follows: 

“It is the policy of the United States that there shall be maintained at all 
times in the interest of the national security and common defense, in addition to 
stockpiles of natural rubber which are to be acquired, rotated, and retained 
pursuant to the Strategic and Critical Materials Stockpiling Act, a technologically 
advanced and rapidly expandible rubber-producing industry in the United States 
of sufficient productive capacity te assure the availability in times of national 
emergency of adequate supplies of synthetic rubber to meet the essential civilian, 
military, and naval needs of the country. It is further declared to be the policy 
of the Congress that the security interests of the United States can and will best 
be served by the development within the United States of a free, competitive 
synthetic-rubber industry. In order to strengthen national security through 
a sound industry, it is essential that Government ownership of production facil- 
ities, Government production of synthetic rubber, regulations requiring manda- 
tory use of synthetic rubber, and patent pooling be ended and terminated when- 
ever consistent with national security, as provided in this act.” 

In accordance with section 9 (a) of the Rubber Act, the Reconstruction Finance 
Corporation on March 1, 1953, rendered a report to me and to the Congress con- 
cerning plant disposal. Having considered that report, and after consultation 
with the National Security Resources Board, I recommend the prompt enactment 
of disposal legislation 

1 am in hearty accord with the policy of determination of the Congress that 
the security interests of the Nation will best be served by the development within 
the United States of a free competitive synthetic-rubber industry, and I believe 
that now is the time to undertake plant disposal. The program recommended in 
the report of the Reconstruction Finance Corporation appears to provide the basic 
outline of a satisfactory method to achieve this result. 

The Nation's security in its rubber supply is, of course, of paramount impor- 
tance in any consideration of the disposal of these facilities. For such security 
two things are essential, namely, an adequate stockpile of natural rubber and 
a healthy, progressive synthetic-rubber industry. Our stockpiling objectives are 
adequate and have been virtually achieved, and, from the economic and tech- 
nological data available to me, I am confident that if the Government-owned 
synthetic-rubber facilities are sold as recommended competitive private industry 
will amply, efficiently, and economically supply our synthetic-rubber requirements. 

Disposal of the Government-owned facilities must be consistent with three 
objectives. In the first place, the Government should realize their full fair 
value; secondly, disposal should be effected in such a way as to insure to the 
consuming public and to large and small rubber fabricators the benefits of fair 
competition; and, finally, to insure against the hazards of unforeseeable contin- 
gencies, the facilities must be sold on such terms as will guarantee their ready 
availability for the production of synthetic rubber in time of emergency. Dis- 
posal pursuant to these criteria will best serve the public interest. 

The program proposed by the Reconstruction Finance Corporation is designed 
to achieve these objectives. Accor lingly, I recommend the enactment of legisla- 
tion which would permit the prompt implementation of such a program, recog- 
nizing, at the same time, that upon examination in detail modifications of that 
program may appear necessary or desirable. 

I have not prepared the text of legislative proposals to implement the recom- 
mendations of the Reconstruction Finance Corporation. It is my belief that 
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such legislation would most appropriately result from the joint efforts of repre 
sentatives of the interested executive agencies and those committees of the Con- 
gress having this matter under consideration. 
Dwient D. EISENHOWER. 
THe Wuite House, April 14, 1953. 


[H. R. 5728, 83d Cong., Ist sess. ] 


AN ACT To authorize the disposal of the Government-owned rubber-producing facilities 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act shall be known as the “Rubber 
Producing Facilities Disposal Act of 1953.” 

Sec. 2. It is hereby determined that disposal of the Government-owned rubber- 
producing facilities pursuant to the provisions of this Act is consistent with 
national security and will further effectuate the policy set forth in section 2 of 
the Rubber Act of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), as amended, with 
respect to the development within the United States of a free, competitive syn- 
thetic rubber industry. 

Sec. 8. (a) There is hereby created a Rubber Producing Facilities Disposal 
Commission, hereafter referred to as the Commission, to be composed of three 
persons, to be appointed by the President. Members of the Commission shall 
be appointed from civilian life and shall receive compensation at the rate of $50 
per diem for each day engaged in the business of the Commission, and shall be 
allowed transportation and a per diem of $9 while away from their homes or 
places of business pursuant to such business. No person who is employed in or 
receives a substantial part of his income from the rubber or petroleum industry, 
or in that part of the chemical industry which supplies, or is capable of supply- 
ing, feed stocks for the manufacture of synthetic rubber, shall serve as a 
Commissioner. 

(b) It shall be the duty of the Commission to recommend to the Congress 
prospective purchasers of the Government-owned rubber-producing facilities. 
The Commission is authorized to enter into contracts for the sale of the facilities, 
which contracts, upon presentation of the report as provided in section 9 (a) of 
this Act, shall be binding upon the Government and the prospective purchaser, 
subject only to the other provisions of this Act. In order to arrive at the full 
fair value of each facility, the Commission is authorized to take bids on each 
facility, and thereafter negotiate for the sale of the facilities in a manner which 
will best effectuate the provisions of this Act. 

Sec. 4. The Commission shall, immediately following its appointment by the 
President, upon request, be furnished with all available information concerning 
the Government-owned rubber-producing facilities in the possession of any 
department, agency, officer, Government corporation, or instrumentality of the 
United States concerned with Government-owned rubber-producing facilities 

SEc. 5. The Commission shall proceed as promptly as practicable, conducting 
such hearings as may be necessary, with the disposal of the rubber-producing 
facilities in compliance with the provisions of this Act. 

Sec. 6. (a) Without regard to the civil-service laws or the Classification Act 
of 1949, the Commission shall be authorized to employ professional, clerical, and 
stenographic assistance, and shali be further authorized to request and receive the 
assistance of any employee of any department, agency, officer, Government cor 
poration, or instrumentality of the United States concerned with the Government- 
owned rubber-producing facilities: Provided, That rates of pay for personnel 
employed by the Commission shall be in accordance with the Classification Act 
of 1949. 

(b) No member of the Commission and no person employed by the Commission 
in connection with any matter involving the disposal of the Government-owned 
rubder-producing facilities, shall, during the period he is engaged in such em 
ployment, or for a period of two years after such employment shall cease, be 
employed in any capacity by any purchaser, or subsidiary thereof. Any person 
violating the provisions of this subsection shall be fined not more than $10,000 
or imprisoned not more than one year, or both. 

Sec. 7. (a) The Commission shall invite, upon adequate notice and advertise 
ment, bids for the purchase of the Government-owned rubber-producing facilities, 
hereafter referred to as the facilities. The period for the receipt of bids shall 
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be determined and publicly announced by the Commission, and in no event shall 
be less than forty-five days, nor more than ninety days, after the first day for 
which bids have been advertised All data concerning such facilities Which, in the 
judgment of the Commission, may be reasonably required for the bona fide sub 
mission of a bid shall be furnished by the Commission upon request of the bidder. 

(b) Bids shall be in writing, and shall contain, among other things 

(1) identification of the person in whose behalf the bid is submitted, 
including the business affiliations of such person ; 

(2) the facility or facilities Which are proposed to be purchased, and the 
order of preference if more than one facility is proposed to be purchased ; 
or the order of preference if bids are submitted on more than one facility, 
if only one facility is proposed to be purchased ; 

(3) the arrangements or plans, formal or informal, for the supply of feed- 
stock to, and the disposition of the end products of, the respective facilities 
proposed to be purchased ; 

(4) the amount proposed to be paid for each of the facilities, and, if such 
amount is not to be paid in cash, then the principal terms of the financing 
arrangement proposed ; 

(5) and such other information as the Commission may request in the 
notice and advertisement for bids, including the terms, conditions, restric 
tions, and reservations contained in subsection (h), and the interest rate 
to be charged on the purchase-money mortgage referred td in subsection 
(e). 

(c) Should it become necessary to the effective prosecution of the disposal 
program, the Commission may, after the termination of the period for the entry 
of bids provided fot in subsection (a) of this section disclose the contents of the 
bids at such time, in such manner, and to such extent as it deems appropriate. 

(d) Bids shall be accompanied by a deposit of cash or United States Govern- 
ment bonds equal to 10 per centum of the gross bid, but not exceeding $500,000 
for each facility. Except in the case of successful bidders, deposits made here- 
under shall be refunded without interest and not later than upon the termina- 
tion of the period for congressional review as provided in section 9 of this Act. In 
the case of successful bidders, deposits made hereunder shall be applied, with- 
out interest, to the purchase price. 

(e) Payment of the purchase price may be made in part by a first lien pur- 
chase-inoney mortgage, in an amount not to exceed 75 per centum of the pur- 
chase price. The terms of any such mortgage obligation, to be determined by 
negotiation, shall provide among other things for a maturity of not more than 
ten years, periodic amortization, and an interest rate to be determined by the 
Commission prior to the advertisement for bids: Provided, That such interest 
rate shall not be less than 3 per centum per annum. 

(f) Promptly after the termination of the period for the receipt of bids, pur- 
suant to subsection (a) of this section, and for such period thereafter not to 
exceed four months as may be determined and publicly announced by the Com- 
mission, it shall negotiate with bidders for the purpose of entering into definitive 
contracts of sale which shall be binding and effective as to the Government and 
the bidders, subject only to the other provisions of this Act: Provided, That 
the President may, upon a finding that further time for negotiation is desirable, 
extend such period for an additional period, not to exceed ninety days. 

(zg) In conducting these negotiations, the Commission shall, within a reason- 
able time, but in no event less than 45 days, prior to the completion of these ne- 
gotiations, consult with and obtain the advice of the Attorney General whether, 
insofar as the Attorney General can determine, the proposed sales would tend 
to create or maintain a situation inconsistent with the antitrust laws. At any 
time during the negotiation period the Attorney General may request, and it 
shall be the duty of the Commission to furnish, such information concerning the 
prospective purchasers and the prospective contracts of sale as may be in the 
possession of the Commisison. 

(h) All contracts of sale and instruments in execution thereof shall contain 
a national-security clause having terms, conditions, restrictions, and reservations 
which will assure the prompt availability of the rubber-producing facilities for 
the production of synthetic rubber and the component materials thereof for a 
period of ten years from the date of the contract. 

(i) All contracts of sale Shall become fully effective upon the expiration of the 
period for congressional review provided for in section 9 of this Act, and the 
transfer of possession of all of the rubber-producing facilities to be sold shall 
be made as promptly as is practicable after the effective date, in accordance with 


Aerator ate 











DISPOSAL OF RUBBER PLANTS 289 


_ 


the terms of the contracts, but in any event within a uniform, reasonable trans 
fer period, but in no event beyond June 1, 1954. 

(j) Upon termination of the transfer period, as provided in subsection (i) of 
this section, the Department, agency, officer, Government corporation, or instru- 
mentality of the United States designated from time to time by the President pur 
suant to subsection (a) of section 7 of Rubber Act of 1948 (62 Stat. 101, 50 
U.S. C., App. 1921), as amended, shall make no further sales of synthetic rubber 
and its component materials except as otherwise provided in this Act. 

(k) Following the termination of the transfer period, the Department, agency 
officer, Government corporation, or instrumentality of the United States desig 
nated from time to time by the President pursuant to subsection (a) of section 7 
of the Rubber Act of 1948 (62 Stat. 101, 50 U.S. C. App. 1921), as amended, shall 
offer for sale to prior Consumers on a pro rata basis determination by previous 
purchases during calendar 19538, at the price existing immediately prior to the 
termination of the transfer period, synthetic rubber held by such Department, 
agency, officer, Government corporation, or instrumentality of the United States 
herein referred to. Synthetic rubber not disposed of at the end of one year fol 
lowing the termination of the transfer period shall be transferred to the Gov 
ernment stockpile, pursuant to the provisions of Public Law 520, Seventy-ninth 
Congress, without cost. Component materials held by such Department, agency, 
officer, Government corporation, or instrumentality of the United States herein 
referred to, shall be offered for sale to purchasers of the facilities on a bid basis. 

Sec. 8. (a) Upon the termination of the transfer period the rubber-producing 
facilities which shall not have been sold shall be taken out of production and 
placed in adequate standby condition as promptly as practicable consistent with 
sound operating procedures. At any time after the termination of production, such 
facilities may be transferred without reimbursement or transfer of funds to the 
General Services Administration and administered in accordance with the pro 
visions of sections 6, 7, and 8 of the National Industrial Reserve Act of 1948 
(62 Stat. 1227, 50 U. S. C. 456-458), as amended, or to such other agency as 
the President may designate for administration in such manner as he may direct, 
except that (1) no such facility, shall thereafter be operated as a rubber-pro- 
ducing facility for the account of the Government except pursuant to further Act 
of Congress; (2) no such facility, other than alcohol-butadiene facilities shall 
be leased for operation as a rubber-producing facility at any time; and (3) no 
such facility shall be disposed of by sale within a period of three years from 
the termination of the transfer period, and in any subsequent sales, the Govern 
ment agency acting under authority of this section shall within a reasonable 
time and in no event less than forty-five days prior to the sale or sales secure 
the advice of the Attorney General as to whether the proposed sale would tend 
to create or maintain a situation inconsistent with the antitrust laws. 

(b) Whenever any transfer to any Government agency is made pursuant to 
this section, all unexpended funds budgeted as provided in subsection (e) of 
section 9 for standby and maintenance in such condition shall also be transferred 

Sec. 9. (a) Not later than thirty days after the termination of the negotiating 
period provided in section 7 of this Act, the Commission shall prepare and sub- 
mit to the Congress a report setting forth— 

(1) the steps taken to elicit bids and the bids which have been received ; 

(2) the principal terms of all sales contracted for and the Commission’s 
recommendations in respect thereto ; 

(3) in the event that there may have been a financially more advantageous 
bid for any rubber-producing facility than the sale recommended, a state 
ment of the reasons why such sale is nevertheless proposed ; 

(4) to the extent requested by the Attorney General the report shall 
transmit his advice concerning the sales which are proposed ; 

(5) the program to be followed to place in standby condition the rubber- 
producing facilities not sold; 

(6) an inventory report concerning the Government’s current stocks of 
synthetic rubber and its component materials ; 

(7) a program for the continuance, to the extent it deems necessary, 
during the fiscal year following the fiscal year in which the transfer period 
terminates, of the research program on synthetic rubber and its component 
materials then being carried on, by the department, agency, officer, Govern- 
ment corporation, or instrumentality of the United States designated from 
time to time by the President pursuant to subsection (a) of section 7 of 
the Rubber Act of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), as amended. 
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(b) The report shall be submitted to both Houses of Congress on the same 
day. Upon the expiration of thirty days of continuous session of the Congress 
following the date upon which the report is submitted to it, the Commission shall 
proceed to carry out the contracts and proposals, as outlined in its report, unless 
the report is disapproved by either House of Congress by a resolution within the 
thirty-day period. 

(c) For the purposes of subsection (b) of this section— 

(1) continuity of session shall be considered as broken only by an ad- 
journment of the Congress sine die; but 

(2) in the computation of the thirty-day period there shall be excluded 
the days on which either House is not in session because of an adjournment 
of more than three days to a day certain. 

(d) No rubber-producing facility shall be sold or leased except in accordance 
with this Act, or in accordance with subsection 7 (d) (4) of the Rubber Act 
of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), as amended. 

(e) Such sums as may be required for the foregoing purposes may be pro- 
vided out of the proceeds of disposal, and annual budgets for the expenses 
necessary for such purposes shall be submitted in accordance with the Gov- 
ernment Corporation Control Act of 1945 (59 Stat. 597, 31 U. S. C. 841, as 
amended ). 

(f) Notwithstanding any other provisions of this Act, the Commission may, 
subject to the provisions of this Act, and after securing the advice of the Attorney 
General as to whether the proposed lease would tend to create or maintain a 
situation inconsistent with the antitrust laws, enter into contracts of lease for 
the alcohol-butadiene facilities for a period of not less than one year, nor more 
than three years: Provided, That any such contract shall contain among other 
things (1) a national-security clause, and (2) provisions for the recapture of 
such facilities by the Government and the termination of the lease, if the Presi- 
dent determines that the national interest so requires. 

Sec. 10. At the expiration of one year after the transfer period or as soon 
thereafter as the Congress is in session, the President shall report to the Con- 
gress concerning the Nation’s rubber requirements and r2sources. 

Sec. 11. The term “rubber-producing facilities” as used in this Act shall not 
include the Government-owned evaluation laboratory at Akron, Ohio. 

Sec. 12. All final net proceeds from disposal of the rubber producing facilities 
shall be covered into the Treasury as miscellaneous receipts. 

Sec. 13. The sales, leases, or other dispositions made prior to the enactment of 
this Act, pursuant to subsection (b) of section 9 of the Rubber Act of 1948 
(62 Stat. 101), as amended, shall not be affected by this Act. 

Sec. 14. If no report is submitted by the Commission, or if the report sub- 
mitted by the Commission pursuant to section 9 of this Act is disapproved by 
either House of the Congress, as provided in this Act, then the Rubber Act of 
1948 (62 Stat. 101, 50 U. S. C. App. 1921), as amended, shall be extended until 
March 31, 1956: Provided, That, notwithstanding the provisions of the foregoing 
section or section 22 of this Act, if the Commission submits a report and it is 
not disapproved by the Congress, the Rubber Act of 1948 (62 Stat. 101, 50 U. S. C. 
App. 1921), as amended, shall terminate at the end of thirty days after the 
expiration of the period for congressional review as provided in subsection (b) 
of section (9) of this Act. 

Sec. 15. Thirty days following the receipt of bids, as provided in section 7 
of this Act, the Commission shall submit to the Congress a report stating the 
amount of funds expended by or obligated by the department, agency, officer, 
Government corporation, or instrumentality of the United States designated from 
time to time by the President pursuant to subsection (a) of secion 7 of the 
Rubber Act of 1948 (62 Stat. 101, 50 U. 8S. C. App. 1921), as amended, for the 
repair, replacement, or maintenance of each synthetic rubber-producing facility 
for which bids have been submitted. Thereafter reports shall be made monthly 
until such time as the Congress shall have approved or disapproved the disposal 
recommended by the Commission. 

Sec. 16. In arriving at its recommendations for the disposal of the facilities, 
the Commission shall use, as the basis for negotiating the sale of each facility 
the highest bid submitted for each facility, if, in the opinion of the Commission, 
the high bid submitted was a bona fide bid and was submitted by a person compe- 
tent to operate a rubber-producing facility: Provided, That the words “competent 
to operate a rubber-producing facility” shall not be interpreted so as to require 
prior experience in the operation of a rubber-producing facility. 

Sec. 17. The following criteria among others shall be used by the Commission 
in arriving at its recommendations for disposal ; 
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(1) That the prospective purchaser has the technical competence necessary 
to operate a rubber-producing facility, except that prior experience in operating 
a rubber-producing facility shall not be required as a basis for determining 
whether a prospective purchaser has the technical competence necessary to oper- 
ate a rubber-producing facility. 

(2) That adequate provisions in the prospective contracts of sale will assure 
that no person, by purchasing a facility or facilities, will possess unreasonable 
control over the manufacture of synthetic rubber or its component materials. 

(3) That the prospective purchaser is acting in good faith, and actually intends 
to operate the facility or facilities for the purpose of manufacturing synthetic 
rubber or component materials for the manufacture of synthetic rubber. 

(4) That fair value for the facility or facilities will be received by the 
Government. 

(5) That national security will be strengthened by sale of the facility or 
facilities to the purchaser. 

(6) That the purchasers of the facilities will be capable of annually producing 
not less than five hundred thousand long tons of general-purpose synthetic rub- 
ber, and its component materials, and not less than forty-three thousand long 
tons annually of butyl rubber. 

Sec. 18. Unless otherwise provided in this Act, the disposal of the Govern- 
ment-owned rubber-producing facilities shall be authorized notwithstanding the 
provisions of the Rubber Act of 1948 (62 Stat. 101, 50 U. S. C. App. 1921), as 
amended. 

Sec. 19. Unless otherwise provided in this Act, all costs incurred by the Com- 
mission or any other department, agency, officer, Government corporation, or 
instrumentality of the United States pursuant to the provisions of this Act 
shall, so long as synthetic rubber is produced for the account of the Government 
in the Government-owned rubber-producing facilities, be charged against the 
operating costs of the Government-owned synthetic rubber program, adminis- 
tered by the department, agency, officer, Government corporation, or instru- 
mentality of the United States designated from time to time by the President 
pursuant to subsection (a) of section 7 of the Rubber Act of 1948 (62 Stat. 101, 
50 U. 8S. C. App. 1921), as amended. 

Sec. 20. The Commission shall cease to exist on June 30, 1954, but nothing 
contained herein shall be construed in any way so as to abrogate, modify, or 
adversely affect any contract of sale made for the purchase of the Government- 
owned rubber-producing facilities pursuant to this Act. 

Sec. 21. (a) The term “synthetic rubber” means any product of chemical 
synthesis similar in general properties and applications to natural rubber, and 
specifically capable of vulcanization, produced in the United States, not including 
reclaimed synthetic rubber. 

(b) The term “general-purpose synthetic rubber” means a synthetic rubber of 
the butadiene-styrene type generally suitable for use in the manufacture of 
transportation items such as tires or camelback, as well as any other type of 
synthetic rubber equally or better suited for use in the manufacture of transpor- 
tation items such as tires or camel-back as determined from time to time by the 
President. 

(c) The term “rubber-producing facilities” means facilities, in whole or in 
part, for the manufacture of synthetic rubber, and the component materials 
thereof, including, but not limited to, buiidings and land in which or on which 
such facilities may be located and all machinery aid utilities associated there- 
with. 

(d) The term “component materials” means the material, raw, semifinished, 
and finished, necessary for the manufacture of synthetic rubber. 

(e) The term “standby condition” means the condition in which rubber-pro- 
ducing facilities, in whole or in part, are placed if not sold or leased in accordance 
with this Act, but are maintained so as to be readily available for the production 
of synthetic rubber or component materials. 

(f) The term “person” means any individual, firm, copartnership, business 
trust, corporation, or any organized group of persons whether incorporated or not. 

Sec. 22. Section 20 of the Rubber Act of 1948 (60 Stat. 101, 50 U. S. C. App. 
1921), as amended, is further amended as follows: In lieu of the date “March 
31, 1954” insert the date “June 30, 1954.” 

2assed the House of Representatives June 25, 1953. 

Attest : LYLE O. SNADER, 

Clerk. 
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STATEMENT OF OLIVER TIRE & RUBBER Co,. OAKLAND, CALIF, 


We believe that an expression of the viewpoint of a relatively small independ- 
ent synthetic rubber fabricator such as the Oliver Tire & Rubber Co. 
might be welcome to those now considering the proposed bills providing for the 
disposal of the Government-owned synthetic rubber plants, as well as to legis- 
lators who must ultimately vote any recommended bill into law. The concern 
of a small business enterprise, such as ours, which depends for its very life 
on the adequacy of supply of GR-S, naturally lies in the effect of any such pro- 
gram on the availability of genera] purpose synthetic rubber at competitive 
prices at all times. 

Therefore, we have analyzed H. R. 5728 and S. 2047 in the light of our own 
problems and needs, which we feel would differ little from other small synthetic 
rubber users. We have developed five principal points which, in our opinion, 
are basic to the continued existence of small independent rubber users under 
any program converting the synthetic rubber production facilities from public 
to private ownership: 

I. The first concern of the smaller business enterprise is that, during tne 
period of transfer of ownership, synthetic rubber will be available in constant, 
dependable, and adequate amounts. The small-business man has neither the 
capital nor the storage space to allow him to acquire more than 1 or 2 months’ 
of his GR-S needs at any given time. As a result, it is necessary to provide a 
definite and controlled program of allocation of the GR-S held by the Govern- 
ment at the time the transfer is effective. 

Both H. R. 5728 and 8S. 2047 recognize that the Government-owned synthetic 
rubber inventories as of the time of transfer should be sold to industry at the 
then prevailing Government price. However, 8. 2047 provides in general terms 
that “* * * nonpurchasers of facilities and small business enterprises” shall 
have available “* * * a fair share of such finished stocks of synthetic rubber,” 
while H. R. 5728 sets forth a definite pro rata allocation formula. 

We favor the inclusion in the ultimate bill of a definite plan of allocation 
which will be fair to small business enterprises and nonpurchasers of facilities. 
However, such plan should provide expressly that small enterprises shall not be 
required to purchase their allocated amounts within an unreasonable period. 

Il. Secondly, the small independent synthetic-rubber user must of necessity 
request adequate assurance that under any such transfer of ownership he will 
retain access to this most important raw material under the continuing operation 
of the synthetic-rubber-manufacturing facilities by private owners. We believe 
it is widely recognized that competition from small rubber companies could easily 
be eradicated by major rubber companies, as owners of the synthetic-rubber-pro- 
ducing facilities where captive consumption could leave little if any GR-S avail- 
able to small independent consumers. Manipulation of price could also obtain the 
same result. Although it has been pointed out that present antitrust laws as 
amended would prevent such results, it is submitted that the average small com- 
pany would be bankrupt before such action could be effected. Such a remedy is 
illusory when applied to the normal small-business enterprise. 

It is felt that neither H. R. 5728 nor 8S. 2047 adequately guards against such a 
possibility. However, 8S. 2047, section 2,9 (c) (3) (E), intimates a suggestion 
which, if expanded into mandatory language, would provide a safeguard to some 
extent. Under that section, the bidders are required to state the extent to which 
they would agree to make synthetic rubber available to small-business enter- 
prises. 

It is submitted that a section should be inserted in the ultimate bill which would 
specifically require that all bidders agree, as a condition and term of the sale, to 
make available a fair share of the end products of the rubber-producing facilities 
at a competitive price to small-business enterprises and to users other than 
purchasers of the facilities. 

Itt. Thirdly, we and probably many other small rubber companies believe that 
the most advantageous bidding position is now held by the major rubber com- 
panies, who presently operate these facilities. 

It seems clear that the Presidential recommendations to Congress, which stim- 
ulated the disposal program, and which stressed full and fair realization of the 
value of the facilities, is qualified to the extent that the objective can be reached 
with due regard to assuring the benefits of competition to the public, and to large 
and small rubber fabricators. 

Under any bill setting forth the standards on which bids are to be accepted, in 
order to insure fair competition within the rubber industry, it is our opinion that 
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the standards should not rest solely upon the basis of the nighest bona fide bid 

For these reasons, we feel that the ultimate bill should approach the problem in 
the manner of S. 2047, but should grant greater latitude in accepting reasonably 
lower bids from fully competent and responsible bidders who are not the present 
operators of the Government-owned GR-S facilities. We urge the adoption of 
this approach in the final bill. 

IV. It is felt that a transaction of such national significance as the disposal of 
synthetic-rubber-manufacturing facilities should be approved by Congress before 
the contract becomes finally binding and presumably irrevocable. 

For that reason, we wish to recommend and support disposal machinery which, 
as provided for in H. R. 5728, would require that the negotiating authority shall 
submit his report to both Houses of Congress on the same day. We request and 
recommend that the final bill include congressional review before the contract is 
final 

V. In both H. R. 5728 and S. 2047 recognition has been given to the import- 
ance of continuing basic research by the Government relative to the production 
and use of synthetic rubber. Undoubtedly, further basic research will be needed 
beyond 1 year after the transfer period has ended. As a protection to small 
enterprise, we believe that provision should be made in the ultimate bill for the 
continuance of further basic research under Government control, as it may be 
needed 

Therefore, we as a small business enterprise, strongly urge that the final bill 
contain section 2,9 (0), of S. 2047, which provides that the President shall report 
to the Congress concerning the Nation's need, if any, for further basic research by 
the Government 

In conclusion, it is the feeling of this company that the recommendations for 
legislation herein contained are merely a spelling out of the intention of Presi 
dent Eisenhower when he requested the plant disposal action. The President 
stated that any such plan should “* * * assure to the public, and to large and 
small rubber fabricators, the benefits of fair competition.” 


CITIES SERVICE Co., INC., 
New York N. Y., June 25, 1953 
Hon. HOMER E. CAPEHART, 
The United States Senate, 
Washington, D.C 

My IDkAR SENATOR CAPEHART: Cities Service has been the operator of the Gov 
ernment-owned butadiene plant at Lake Charles, La., which is an integral part of 
the Government’s synthetic rubber program. For this reason we have a sub 
stantial interest in the proposed legislation incorporated in S. 2047 

Under the circumstances we would like to express to you and your committee 
our conviction that the disposal of these facilities to private operators is in 
furtherance of the Nation's security interest and of a vigorous domestic industry 
Experience has shown that under competitive private operation, the technological 
development of an industry tends to advance more rapidly than under Government 
operation, no matter how well managed 

If need be adequate safeguards can be established by the disposal agency to 
assure that the facilities will be continued in their present service to produce 
sufficient rubber supplies both during normal periods and in times of national 
emergency. 

Our company has a real interest in the acquisition from the Government on a 
proper basis of the facilities Wwe now operate. We are in agreement with the 
general principles behind the legislation you are now considering and are hope 
ful that enactment in a satisfactory form will be effected without undue delay. 

Very truly yours, 
B.S. Watson, President 





